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FOREWORD 


HE PRESENT STUDY illustrates the value of longitudinal research studies. 
[Te first of this series dealing with state tax legislation reviewed the 

years 1929-1933. That was a period of economic collapse. Many schools 
were closed and hundreds of teachers unpaid because of a general weakening 
or collapse of the tax systems in a number of states. Educational leaders were 
forced to turn to problems of public financial policy in order to join with 
legislators and other public officials in maintaining the existing governmental 
services. Legislation during that period was designed to relieve the decline in 
property values, the increase in tax delinquency, and the other effects of the 
depression. 

The period of the second study—1934-1938—was one of special difficulty. 
Not only was it necessary to bolster up the financial support of the established 
governmental agencies but additional taxes had to be found to provide for 
welfare, relief, and unemployment. At times it seemed to be a race between 
pensions for the aged and education for youth. States rather generally broad- 
ened the bases of their tax programs and state treasuries like ships in a storm 
slowly extricated themselves from danger. By the end of the period the sail- 
ing was fairly safe altho not smooth in many states. 

The 1939-1943 period, covered by the present bulletin, has been one of 
greater optimism. Under the steady breeze of increased federal spending and 
general economic prosperity the sails of state taxation have filled to capacity. 
Most states have had sufficient funds for their established programs. A num- 
ber of them trimmed their sails (e.g., reduced their tax rates) so as to avoid 
too large surpluses and to give the federal ship of state room for maneuvering. 
The deplorable aspect of this strategy was the failure of the states to increase 
their aid to local governmental units, particularly school districts. As a result 
most local units had great difficulty meeting civilian defense demands and ad- 
justing salaries so as to compete with the high wages paid by the growing war 
industries. Thus while state treasuries often bulged with transitory surpluses 
of cash, the public service-—particularly the number and economic status 
of public personnel—definitely suffered. © 

We are now about to enter a new period. Local units, including school 
districts, have received some recent increases in state aid, but in other cases 
they have been able to increase personnel salaries only by diverting funds 
required in normal times for enrichment of program and expansion of facili- 
ties. What will happen after the war? Will the states continue to trim their 
sails to the federal tax program? Will state tax programs be revised and im- 
proved to the end that local and state services may adequately care for the 
neglected problems of the war years? These are not academic questions. 
Unless the states resolutely face these issues, the social problems resulting from 
neglect will lead to an insistent demand for federal action. Thus we shall 
see again an accelerated transfer of leadership, administrative authority, and 
tax sovereignty from the states to the federal government. 

The bulletins in this series deserve study by state and local educational 
leaders. Teachers groups also need to develop understanding of state financial 
developments. Let us remember that the educational program of 1950 will 
be determined by the financial policies incorporated into law during the next 
two or three years. 

Witarep E. Givens, Executive Secretary 
National Education Association 
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I. Introduction 


This is the third RESEARCH BULLETIN pub- 
lished by the National Education Association 
which reviews changes made in state tax laws 
affecting revenues of the public schools. Like 
its predecessors the present bulletin deals with 
legislation passed during a five-year period—in 
this case, the years 1939 thru 1943. The years 
covered by the two earlier bulletins * were the 
periods 1929 thru 1933, and 1934 thru 1938. 

The characteristics of the three periods were 
strikingly different. In each period these char- 
acteristics were reflected in the character of the 
tax legislation enacted. 

The first period was one of deepening de- 
pression, with production curtailed and money 
dear. Unemployment was widespread. Teach- 
ing accumulated an oversupply of persons with 
certificates to teach but never had available 
enough adequately trained teachers for all class- 
rooms. The drop in school revenues became 
critical in the years following 1930. Many 
schools closed for lack of funds. Under pressure 
of the acute social problems of the times, the 
federal government enacted social welfare legis- 
lation “and initiated spending programs which 
required state cooperation. A study of the tax 
laws of the period gives the impression of an 
almost feverish hunt for new sources of reve- 
nue to meet state budgetary needs. Laws passed 
with the aim of relieving the burden on the 
property taxpayer began to appear. 

The second of the three periods covered by 
this series of bulletins was one of gradual but 
by no means complete recovery. Production in- 
creased slowly and unemployment decreased 
but was still a problem. There was still a sur- 
plus of certificated teachers, if not of well- 
qualified ones. The hunt for new sources of 
revenue continued thru 1934-1938, and in this 
period the number of state laws levying new 
taxes probably reached an all-time high. Pro- 
visions for easing the property tax burden mul- 
tiplied and became a characteristic of these 
years. Federal spending programs were also 
continued. In many cases earmarked school tax 
revenues were diverted for relief purposes, and 
as general economic recovery progressed school 
revenues lagged behind. As the fact of this lag 
became obvious toward the end of the period 


the states increased somewhat the amount of 
their aid for schools. There was a tendency to 
provide this aid by means of legislative appro- 
priations from general funds instead of ear- 
marking specific tax proceeds. 

Most of these characteristics were carried 
over into the early years of the period from 
1939 to 1943 with which this bulletin deals. 
A change was soon to come, however, for this 
was the period which saw the opening of 
World War II. Production, first for defense, 
and then for war, mounted beyond all previous 
estimates of the nation’s productive capacity. 
Revenues of taxes, which directly reflected the 
rise in the national income and the spending 
of that income, skyrocketed from low post- 
depression levels. The depleted state treasuries 
soon were bulging. The problem was no longer 
one of where to find the money, but rather 
one of how best to use it. Unemployment dis- 
appeared and a manpower shortage developed 
in industry. An acute shortage of teachers in 
the schools arose also, as teachers entered the 
armed services or accepted better-paid posi- 
tions in the war industries. Teachers’ salaries 
were raised in some communities but not suffi- 
ciently to bring them into line with compensa- 
tion in other fields demanding less skill and 
less preparation. 

The tax legislation enacted during the 1939- 
1943 period is set forth in the following pages. 
Certain characteristics of this legislation are 
briefly noted in Section XIV. 


Scope of the Bulletin 


This bulletin deals only with legislation re- 
lating to state taxes which, in the years 1939 
thru 1943, were making some contribution to 
state school revenues either directly thru the 
specific earmarking of proceeds or indirectly 
thru legislative appropriations from general 
funds. Thus not all state taxes have been con- 
sidered in preparing this bulletin. The legisla- 
tion reviewed in the following pages, however, 
is broad enough in scope to be fairly represent- 
ative of the field of state tax legislation as a 
whole. 

Changes in laws pertaining to local taxes 
only do not come within the scope of this 


1 National Education Association, Research Division. Research Bulletin Vol. XII, No. 1, January 1934; Vol. XVII, No. 3, 
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bulletin. A local tax for purposes of this bulle- 
tin is defined as a tax, the proceeds of which 
are collected and retained by a governmental 
unit smaller than the state, or a tax collected 
by the state, the proceeds of which are returned 
to the local governments from which they were 
collected in direct proportion to the amounts 
derived from each. 

Some changes have been made between this 
and the previous bulletins of the series in the 
organization of the material presented. Per- 
sonal and corporation income taxes are treated 
together in Section II, rather than in separate 
sections. This was done to eliminate the neces- 
sity of a considerable amount of repetition 
since many states levy and administer these 
taxes and provide for the disposition of their 
proceeds under one law. The two taxes are 
separated in Tables 1 and 2, which show their 
status with respect to their contribution to 
schools. For the convenience of the reader, 
alcoholic beverage excise and license taxes are 
treated together in Section V of the bulletin. 
It is probable that most persons think of both 
of these types of taxes as liquor taxes rather 
than as sales taxes on the one hand and license 
taxes on the other. For the same reason tobacco 
excise and license taxes are treated together in 
Section VI. Motor vehicle and motor fuel tax 
laws are also reported together in Section VII 
of the bulletin because of the similarity of 
trends in their yield due to war conditions and 
also for the purpose of aiding the reader in find- 
ing the legislation relating to motor vehicle 
taxes. In the previous bulletins legislation re- 
lating to motor vehicle taxes was included 
under various heads depending upon whether 
the taxes were levied as property taxes, excise 
taxes, or license taxes. 

With these changes the following types of 
taxes are treated in this bulletin in the order 
named: 

Inceme taxes (Section I1)—Taxes on both per- 
sonal and corporation net incomes. Corporation in- 
come taxes include corporation excise and franchise 
taxes measured by net income. Gross income taxes, 
if levied under the provisions of, or supplementary 
to, general net income tax laws are also included 
under this head. 

Inheritance, estate, and gift taxes (Section III)— 
Taxes applied usually at progressive rates to the 
value of entire estates or of transfers to separate 
beneficiaries. Rates are commonly differentiated 





with respect to the degree of relationship between 
decedent or donor and beneficiary. 

General sales and use taxes (Section IV)—Taxes 
on gross income or gross receipts from sales of 
goods and services, or on the wholesale or retail 
selling price, usually at proportional and sometimes 
classified rates. Taxes on the use, storage, and con- 
sumption of tangible personal property, measured 
similarly, are also included. 

Alcoholic beverage taxes (Section V)—Taxes on 
sales, use, storage, and consumption and license fees 
imposed for the privilege of engaging in the manu- 
facture and sale of spirituous, malt, and vinous 
beverages. 

Tobacco taxes (Section VI)—Taxes on sales, and 
license fees imposed for the privilege of engaging 
in the sale of cigarettes and other tobacco products. 
Taxes on sales of cigarette tubes and papers are 
also included. 

Motor vehicle and motor fuel taxes (Section VII) 
—Taxes on sales of gasoline and other fuel used in 
propelling motor vehicles on highways. Taxes on 
certain other types of liquid fuel where levied, such 
as aviation gasoline and diesel fuel, and taxes on 
motor vehicles, on whatever basis levied, are also 
included. 

Miscellaneous excise taxes (Section VIII) —Taxes 
on sales, use, storage, or consumption of specific 
commodities not included in other sections of this 
bulletin. 

Severance taxes (Section IX)——-Taxes on the priv- 
ilege of severing natural resources from the soil or 
water levied at proportional rates on the gross or 
market value of the product, or the gross income or 
gross receipts from production. 

Chain-store taxes (Section X)—Taxes specifically 
aimed at persons operating one or more stores or 
places of business, usually levied in the form of 
graduated license fees based on the number of 
stores. 

Miscellaneous license taxes (Section X1)—T axes 
imposed singly or annually in fixed amounts for the 
privilege of engaging in specific occupations or 
businesses not covered by other sections of this 
bulletin. * 

Corporation taxes (Section XII)—Taxes on cor- 
porations not elsewhere included in this bulletin, 
such as capital stock, gross receipts, and corporate 
excess taxes, including taxes on public utilities, banks 
and other financial institutions, and trust companies. 

Property taxes (Section XII1)—Taxes applied at 
proportional rates on the value of real or tangible 
personal property and some classes of intangible 
property. Rates may be general on all classes of 
property or classified according to the type of prop- 
erty taxed. 


Citations to state laws which are the au- 
thority for statements made in the following 
pages will be found at the ends of Sections 
II-XIII. 
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The number of states which taxed net in- 
comes of individuals or corporations, or both, 
was two less in 1943 than in 1938, thirty-two 
as compared with thirty-four. Two states taxed 
personal income only, two states taxed corpo- 
ration income only, and thirty states taxed 
both personal and corporation income in 1938. 
In 1943, one state taxed personal income only, 
two states taxed corporation income only, and 
twenty-nine states taxed both personal and 
corporation income. 

Statements of the foregoing paragraph ex- 
clude New Hampshire and Ohio which tax 
personal income from intangibles only and 
Rhode Island which adopted a new bank tax 
measured by net income in 1942. No new in- 
come tax law of general application was en- 
acted in the years 1939-1943, altho Maryland 
replaced a temporary income tax with a more 
substantial permanent levy in 1939. Two states, 
South Dakota and West Virginia, repealed 
their individual and corporation income tax 
laws entirely. 

Repeal of the income tax laws of South Da- 
kota and West Virginia highlighted a tendency 
which appeared soon after the entry of the 
United States into World War II. This tend- 
ency on the part of the states was that of yield- 
ing the right of way to the federal government 
in the field of income taxation and easing the 
burden on taxpayers of high federal income 
tax rates. 

Action taken by other states gave further 
evidence of this tendency. Of the thirty-one 
states which revised income tax laws directly 
or indirectly affecting schools in the years 1939- 
1943, seven states” reduced taxes on individual 
or corporation incomes, or both, either by 
actually reducing the statutory rates on these 
incomes or by allowing a credit to taxpayers, 
ranging from 15 percent to 50 percent of the 
amount of tax due. Additional emergency taxes, 
which had been levied on personal incomes in 
two states, New York and Wisconsin, since 
depression years, were allowed to expire. Many 
more states took action to increase income tax 
exemptions and liberalize allowances of deduc- 
tions from gross income. 

Most of the states levying personal income 


® Citations to laws will be found on pages 94 





II. Income Taxes“ 


taxes took action favoring members of the 
armed services. This action was in the form of 
(1) entire exemption from income taxes of 
such persons for the duration of the war, (2) 
exemption of pay and allowances received from 
the United States government for service in 
the armed forces, or (3) extension of time for 
filing returns and paying taxes. Some states 
adopted more than one of these provisions. 


TABLE 1.—STATE PERSONAL INCOME 
TAXES AS RELATED TO SCHOOL 
SUPPORT, IN THE YEARS 1929, 1933, 
1938, AND 1943 


States Having Personal Income Taxes in 
Specified Years 


[CAPITALS indicate that personal income tax 
revenues are earmarked for state school support 
or for special state funds which contributed di- 
rectly to school support; italics indicate that 
personal income tax revenues contribute to state 
school support indirectly thru state general 











funds; regular type indicates that all income 
tax proceeds are earmarked for nonschool 
purposes. | 
1929 1933 1938 1943 
1 2 3 4 
DEL. DEL, DEL, Del. 
MASS. MASS. MASS. MASS. 
Miss. Miss. Miss. Miss. 
Mo. Mo. Mo. Mo. 
N. Hamp.« N. Hamp.¢ N. Hamp.« N. Hamp.¢ 
N.Y. N.Y. N. Y. N.Y 
N. Car N. Car. N. Car N. Car. 
N. Dak N. Dak. N. Dak N. Dak. 
Okla. OKLA. Okla. Okla. 
S. Car S. CAR. S. CAR S. CAR. 
Va. Va. Va. Va. 
WIS. Wis. « WIS. WIS. 
ARK ARK. ARK ARK. 
Oreg. Oreg. Oreg. OREG. 
Tenn. Tenn. Tenn.« Tenn, 
Ga. Ga. Ga. Ga. 
Idaho Idaho Idaho IDAHO 
UTAH UTAH UTAH UTAH 
VT. VT. VT. VT. 
OHIOs« OHIO« OHIO« Ohio« 
Ala. Ala. Ala. 
Aris. Ariz. Aris. 
Kans. Kans. Kans. 
MINN. MINN MINN. 
MONT. MONT MONT. 
N. MEX. N. MEX N. MEX. 
lowa IOWA?® IOWA? 
Calif. Calif. 
Ky. Ky. 
COLO. COLO. 
S. DAK. Md. 
W.VA 
Md. 





® Applies only to income from intangibles. 
> Contributes to school support only thru 
property tax revenues. 


replacement of 





> California, Iowa, Maryland, Mississippi, New "York, Pennsylvania, South Dakota. The South Dakota law was later repealed. 
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TABLE 2——STATE CORPORATION IN- 
COME TAXES AS RELATED TO 
SCHOOL SUPPORT, IN THE YEARS 
1929, 1933, 1938, AND 1943 


States Having Corporation Income Tax Laws 
in Specified Years 


[CAPITALS indicate that corporation income 
tax revenues are earmarked for state school sup- 
port; italics indicate that corporation income 
tax revenues contribute to state school support 
thru state general funds; regular type indicates 
that al] income tax proceeds are earmarked for 
nonschool purposes. ] 





1929 1933 1938 1943 


4 








Conn, 
Mass, 
Miss, 
Mo. 
MONT. 
N.Y. 
N. Car. 
N. Dak. 
S. Car. 
Tenn. 
Va. 
WIs. 
ARK, 
Calif. 
Ga. 
OREG. 
IDAHO 
Okla, 


COLO. 
S. DAK. 





In spite of the revenue-reducing character 
of legislation of the types described above, 
amounts realized from state income taxes 
doubled during the 1939-1943 period, and the 
percent of total state tax revenue produced 
from this source rose from 10 to 14 percent. 
Some part of this increase may have been due 
to the fact that a large body of legislation was 
enacted during the period which revised defi- 


nitions, requirements for filing returns, pro- 


cedures for collecting taxes, methods of com- 
puting taxes, and formulas for the interstate 
allocation of income. Such legislation was pre 
sumably aimed at strengthening enforcement 
provisions, improving administrative efficiency, 
and eliminating inequities, and could be ex- 
pected to result in some increase in revenue. 
Most of the gain in income tax revenue, how- 
ever, was due to the wartime increase in in- 
comes of individuals and corporations upon 
which the tax is based. 

Between 1939 and 1943 the number of 
states in which the income tax contributed in- 
directly to the support of schools increased by 
three. The Maryland tax, which replaced a 
temporary tax earmarked for aid to the needy, 
has contributed since 1939 to school support 
indirectly thru the state general fund. Schools 
now receive surplus revenues up to $5,000,000 
from the Oregon income tax as a result .of an 
initiative measure approved in 1942. The Idaho 
tax, formerly not a source of revenue for 
schools, is now used to replace property taxes 
in special state funds including the public- 
school income fund. 

Only two of the state income taxes (the 
Kansas law and the New Hampshire tax on 
income from intangibles) now make no con- 
tribution, directly or indirectly, to the support 
of schools, On the other hand, the income tax 
of Delaware formerly earmarked for school 
purposes, the income tax of Louisiana formerly 
transferred in part to the state public-school 
fund from the property tax relief fund, and 
the intangibles tax of Ohio, 96 percent of 
which until 1939 was earmarked for the state 
public-school fund, now contribute to schools 
only indirectly thru state general funds. The 
South Dakota tax, formerly a direct source of 
school support, was diverted to the state gen- 
eral fund in 1939 and repealed in 1943. 


TABLE 3—STATE PERSONAL AND CORPORATION INCOME TAX COLLECTIONS, 
1938-1944 





Collections (in millions) 


Type of tax 


Percent of total state tax collections e 





1940 





gg 


4 





$206 
155 
361 


$249 


274 


523 


5.7% 
4.3 
10.0 


$337 
429 
766 


4. 
3. 
8. 





Source: U. S. Bureau of the Census, Governments Division, State Tax Collections, 1944. T able 2, p. 


total state tax collections includin: 


® Percen are based on 
* $7,000,000; 1942, $4,975,000,000; 1944, $5,3 


000; 1940, 


ng ——— Sompensation taxes, as follows: 1938, $3,834,000,- 
7,000 
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Legislation by States 





Alabama. Income tax proceeds, in excess of ex- 
penses of administration and certain state debt serv- 
ice charges, were earmarked in 1939 for the re- 
placement of losses from state property taxes due to 
the exemption of homesteads.’ This action is said to 
have released about $1,000,000 to the Alabama spe- 
cial educational trust fund from sales tax proceeds 
which otherwise would have been needed to replace 
revenues lost due to homestead exemptions. (See: 
General Sales and Use Taxes—Alabama.) 

Arizona. Banks were taxed, beginning with 1943, 
at the rate of 5 percent of their entire net income in 
lieu of any other taxes on income or on the value of 
shares of capital stock. Proceeds of the 5 percent 
tax were allotted: 50 percent to the state general 
fund from which schools receive appropriations; 50 
percent to counties and cities where main offices or 
branches of banks are located.” 

Arkansas. A 1939 law (1) required all individ- 
uals with a gross income of $5000 or more, regard- 
less of family status or the amount of net income, to 
file returns; (2) authorized information and with- 
holding at source with respect to taxes on interest 
and dividends; and (3) added contributions to 
charitable, educational, and scientific organizations 
to the list of allowable deductions from gross in- 
come.” Wages and salaries of federal employees 
were declared taxable in 1941.4 A credit for the 
amount of tax owed to any other state or territory 
on income from sources outside Arkansas was pro- 
vided for in 1943." Corporation income tax rates 
were changed in 1941 from a flat 2 percent to gradu- 
ated rates of 1 to 5 percent. Banks and trust com- 
panies organized under the laws of Arkansas were 
exempted from income taxes." The share of the 
school equalizing fund in income tax proceeds, 
which had been 50 percent of the amount in excess 
of the first $275,000, was pegged at $214,500 in 
1941." Another 1941 act restored to the school super- 
vision fund the amount in excess of debt service 
needs on state construction bonds derived from the 
first $275,000 of income tax proceeds, which had 
been diverted to nonschool uses in 1933." 

California. Legislation passed in 1943 allowed 
a 15 percent credit on the amount of corporation in- 
come and bank and financial corporation franchise 
taxes due for 1944 and 1945. Personal income tax 
rates were reduced to provide for a maximum rate 
of 6 percent on income in excess of $30,000 for 1943 
and 1944 and $25,000 thereafter. Former higher 
rates on upper bracket incomes were eliminated. 
Rates on incomes in brackets from $5000 to $20,000 
were reduced by 1 percent. Personal income tax ex- 
emptions were increased from $1000 to $2000 for 
single persons and from $2500 to $3500 for married 
persons.” A 1941 law provided that taxpayers could 
not be required to pay higher taxes on lump sum 
payments for services rendered over periods of five 
years or more than on the same amounts received 
in equa! annua! installments.” Other amendments to 
the personal income tax law, passed in the years 
1941-1943, redefined gross income to include salaries 
of United States employees and exclude salaries of 





employees of foreign governments which do not tax 
employees of the state of California;" revised pro- 
visions prescribing treatment of dividends with re- 
spect to their inclusion in gross incomé; ™“ adjusted 
bases for determining capital gain or loss; allowed 
a deduction for medical expenses and a personal ex- 
emption of $400 for each spouse to whom the tax- 
payer pays alimony; “ permitted the deduction from 
gross income of compensation received for service 
in the armed forces and extended the time for pay- 
ing income taxes by servicemen.“ The requirement 
for sworn personal income tax returns was elimi- 
nated and the use of simplified returns by small tax- 
payers who file on a cash basis was permitted.” 
Changes made in laws taxing corporations in the 
years 1939-1943 brought “Massachusetts” or busi- 
ness trusts (formerly taxed separately) within the 
scope of the corporation income tax law; exempted 
corporations organized solely for holding title to 
property of other exempt corporations; allowed 
bank and financial corporation franchise taxes to be 
offset against the corporation income tax ; “ repealed 
the general exemption of nonprofit corporations and 
set up specific classes of exempt corporations; added 
provisions relating to losses due to war, renegotia- 
tion of government contracts, jeopardy assessments; 
redeemed noninterest-bearing obligations ; and made 
administrative and technical changes.” In general, 
personal and corporation income tax receipts are 
credited to the state general fund upon which the 
schools have first claim, but acts of 1943 set aside 10 
percent of receipts from corporation income and 
bank and corporation franchise taxes in 1944 and 
1945 for a postwar unemployment reserve.” 

Colorado. The share of state income taxes used 
to replace local school property taxes was reduced 
by 1939 legislation from all collections in excess of 
8 percent, set aside for administrative costs and re- 
funds, to approximately 35 percent of such collec- 
tions.” This provision, effective to June 30, 1941, was 
-extended for two more years by a 1941 law.” An- 
other 1941 law prescribed conditions for recognizing, 
as nonresidents, for income tax purposes, those per- 
sons who desire to establish a temporary residence 
in Colorado.” Fifteen percent of income tax pro- 
ceeds, after reserving $50,000 plus § percent for ad- 
ministrative expenses, was allotted for schoo! equal- 
ization purposes during the 1943-45 biennium. This 
was in addition to the 35 percent already distributed 
to county school funds for property tax replacement 
purposes.” 

Connecticut. Laws passed in 1941 and 1943 ex- 
empted from the state 2 percent corporation fran- 
chise (net income) tax those companies exempted 
from income tax by the federal government but pro- 
hibited the deduction of interest and rent payments 
allowed as a deduction from gross income under 
the federal law.™ Corporation franchise tax pro- 
ceeds are placed in the state general fund from 
which the schools receive appropriations. 

Delaware. Income tax amendments of 1939 re- 
quired any income of “dependents” to be included 
in the return of income of the person claiming ex- 
emption as “head of a family”;™ revised the defi- 
nition of taxable income to include salaries, wages, 
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fees, or pensions received from the United States 
government; ™ denied recognition of gain or loss in 
the case of property distributed in liquidation of a 
corporation; ™ diverted $570,802 of personal income 
and corporation franchise tax proceeds, in the state 
current school fund, for higher education and other 
state purposes; ” authorized borrowing up to $200,- 
000 from the current school fund for general fund 
purposes.” Provisions were revised with resp ct to 
furnishing information at source and the use of “fair 
market value” of property as a basis of determining 
gain or loss in 1939 and 1941. Quarterly payments 
of income taxes were permitted in 1943.” In 1943 
Delaware imposed an additional war emergency 
tax of 1 percent on gross incomes of resident and 
nonresident individuals and fiduciaries. An indi- 
vidual exemption of $624 was allowed, similar to 
that allowed by the federal “Victory tax.” Proceeds 
of the tax were credited to the state general fund.” 
A later amendment exempted income of nonresi- 
dents, unless earned or derived from a trade or 
business regularly conducted in Delaware.” The 
legislature of 1939 passed an act effective July 1, 
1941, diverting earmarked taxes, including income 
taxes, to a single general fund from which appro- 
priations are made for school and other state pur- 
poses.” Until 1941 personal income and corporation 
franchise taxes were earmarked for the state current 
school fund, 

Georgia. “Gross income” was redefined in 1941 
to include interest received on obligations of the 
United States government.” The deduction from cor- 
poration gross income of dividends paid bv other 
corporations doing business in Georgia was dis- 
allowed.™ Methods of allocating for tax purposes 
the income of corporations doing an interstate busi- 
ness and bases of determining capital gains or 
losses™ were revised. Other provisions enacted in 
1941 prohibited an individual taxpayer from claim- 
ing as a “dependent” any person receiving more 
than $400 a year from a trust created for his bene- 
fit” and reduced from $1000 to $100 the exemption 
allowed on the income of trusts and estates.” A 1943 
law permitted the deduction of costs of amortization 
of emergency war facilities.” Savings banks incorpo- 
rated under United States or Georgia laws™ were 
exempted from income taxation in 1943, and the 
exemption was removed from that part of the in- 
come of otherwise tax-exempt public charitable 
organizations used for private or corperate profit.” 
Verification of income tax returns under oath was 
made unnecessary in the same year.” Income taxes 
in Georgia contribute to state general revenues from 
which the schools receive appropriations. 

Idaho. Amendments to the state income tax law 
in 1941 made salaries of federal and state em- 
ployees taxable beginning with January 1, 1941;® 
repealed the provision which permitted public works 
contractors to offset the license tax paid to the state 
against the income tax; “ excluded income earned 
outside the state from gross income; “ and allowed 
a deduction for medical and burial expenses in ex- 
cess of $100.“ Enforcement of requirements relating 
to income tax returns and payments was deferred in 
1943, in the case of taxpayers serving in the armed 


forces outside the confines of the United States, until 
six months after discharge from service.“ Income 
tax proceeds in excess of 1 percent set aside for 
refunds are paid into the state general fund. The 
law provides for the reduction of the state property 
tax, including the levy for the public-school income 
fund, by a like amount. 

Iowa. Salaries of federal employees were sub- 
jected to state income taxation beginning with Jan- 
uary 1, 1939.% Amendments passed in 1941 in- 
creased from $7,000,000 to $8,500,000 the amount 
of personal and corporation income, sales and use 
taxes earmarked for old-age pensions, before cred- 
iting the surplus to homestead tax credit and state 
general funds; “ and made optional with the tax- 
payer a $300 exemption of net income for a depend- 
ent parent or grandparent, in lieu of the regular 
$5 credit against the tax.” A 50 percent credit on 
taxes paid on personal incomes for the calendar 
years 1943 and 1944 was allowed in 1943." A de- 
duction was allowed from gross income for medical 
expenses, in excess of 5 percent of net income up to 
$1250 for single persons and $2500 for married per- 
sons.” Personal and corporation income, and sales 
and use taxes in excess of the amount set aside for 
old-age pensions, are placed in homestead tax credit 
and general funds. From the former fund local 
governments, including school districts, are reim- 
bursed for revenues lost due to homestead tax 
credits. The schools also receive relatively minor 
amounts of state aid from the state general fund. 

Kentucky. The income tax law was revised with 
respect to definitions and treatment of dividends 
in 1942. The time for filing returns by persons in 
the armed services was extended.” Income tax rev- 
enues are placed in the state general fund from 
which state school appropriations are derived. 

Louisiana. Transfers to the state public-school 
fund of income taxes and other taxes in the prop- 
erty tax relief fund were abolished in 1940." 

Maryland. Taxes imposed annually on individ- 
ual and corporate net income beginning with 1939 
replaced a temporary income tax of % percent 
which was earmarked for state aid for the needy. 
Proceeds of the new tax were credited: 4 to coun- 
ties, or counties and incorporated towns; 4% to 
the state general fund from which the schools re- 
ceive appropriations. Rates on individuals under 
the 1939 law were 6 percent of investment income 
and 2% percent of income from other sources. Cor- 
poration incomes were taxed at 1% percent.” Laws 
of 1941 reduced the rate on investment income from 
6 percent to 5 percent and the rate on other income 
from 2% percent to 2 percent; ® exempted insurance 
companies from the corporation income tax;™ 
authorized the use of surplus revenues from income 
taxes and other sources, more than $2,000,000 in 
excess of state appropriations for the years 1941 and 
1942, for the reduction of state real property taxes 
levied for debt retirement purposes.” This provision 
for the use of surplus revenues was continued for 
two more years and made mandatory by a 1943 
law.™ A credit of 33'4 percent against taxes on 
incomes for the years 1942, 1943, and 1944 was 
allowed by 1943 legislation.” Other changes in the 
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income tax law made in 1943 included: (1) the re- 
definition of taxable income to exclude pensions, 
annuities, and compensation for injury received by 
veterans of World War II;™ (2) allowed a deduc- 
tion for medical expenses;™ and (3) provided for 
optional use of simplified returns by small tax- 
payers.” 

Minnesota. A 1943 law exempted the first $2000 
of compensation received for military service during 
1942 and subsequent years and extended the time 
allowed service men and women for filing income 
tax returns.” Another 1943 law provided for taxing 
electric cooperatives, otherwise exempt, on that 
part of their net income which gross receipts from 
consumers within any city represent of total gross 
receipts.” Income tax proceeds in Minnesota are ear- 
marked directly for state school support. 

Mississippi. Amendments passed in 1940: in- 
creased the schedule of rates to range from 3 per- 
cent to 8 percent on all income in excess of $10,000, 
instead of from 3 percent to 6%4 percent on all in- 
come in excess of $15,000, as hitherto;® extended 
the definition of taxable income to include salaries 
of federal employees and all dividends of corpora- 
tions; repealed the $1000 exemption which had been 
allowed on corporation income;” allowed a credit 
for taxes paid other states on income from sources 
outside Mississippi.” Tax rates on individual income 
were reduced in 1942 to range from 1% percent on 
the first $2000 to 7 percent on incomes in excess of 
$25,000." Income taxes form an important source of 
state general fund revenues in Mississippi. All state 
aid for schools is appropriated from the state gen- 
eral fund. 

Missouri. Bonus, pension, and annuity trusts cre- 
ated by employers for the benefit of employees were 
exempt from state income taxation under a law of 
1941. Persons receiving distributions from such 
trusts continued taxable on the amount of receipts 
in excess of their individual contributions.” Dates 
for filing returns and paying income taxes by mem- 
bers of the armed services were deferred by 1943 
legislation until the 15th day of the third month 
after separation from service, release from detention 
as a prisoner of war, or termination of the war.” 
Income taxes are an important source of revenues 
in the state general fund from which Missouri 
schools receive appropriations. 

Montana. The part of the personal income tax 
earmarked for the public schools was reduced from 
50 percent to 25 percent in 1941 as part of a pro- 
gram to divert tax proceeds in special funds to the 
general fund of the state. This action left 25 percent 
of both personal income and corporation license (net 
income) taxes allocated to the public-school equali- 
zation fund. Proceeds in excess of 25 percent are 
placed in the state general fund which, since 1941, 
has been the main source of state school appro- 
priations.” Another law of 1941 allowed a credit 
against the state income tax for taxes paid to other 
states on the same income.” Enforcement of income 
tax collections from persons in the armed services 
was deferred by a 1943 act until six months after 
separation from service.” 

New Mexico. Gross income was redefined in 





1939 to include salaries of state, county, and muni- 
cipal employees, formerly exempt.” Changes made 
in the income tax law in 1943: disallowed the de- 
duction of dividends received from corporations 
which paid income taxes during the preceding year; 
permitted husbands and wives filing separate re- 
turns to divide their $2500 joint exemption between 
them in any way desired; allowed persons in the 
armed forces to postpone filing returns until six 
months after the cessation of hostilities in the pres- 
ent war.” After setting aside 20 percent of income 
tax proceeds for refunds and administrative ex- 
penses, the state school fund receives 75 percent of 
the balance and any part of the remaining 25 per- 
cent not needed to retire state indebtedness. 

New York. A 1 percent temporary tax on per- 
sonal net income was continued by laws of 1939 
and 1940.” This tax was dropped in 1941. Regular 
rates on personal income included in 1941 and 1942 
returns were reduced by 25 percent by act of 1942.” 
Acts of 1939, 1940, 1941, 1942, and 1943 continued 
for one year each the emergency 1% percent rate 
of the corporation franchise (net income) tax 
which is in addition to the permanent rate of 4% 
percent.” A temporary 4 percent rate on net incomes 
of unincorporated businesses was also continued 
year by year, thru 1943.” Gross income for purposes 
of the personal income tax was redefined in 1939 
to include compensation of federal employees and 
dividends received from corporations subject to the 
corporation franchise tax; and in 1943 to exclude 
compensation received prior to July 1, 1944, for 
service in the armed forces, amounts realized from 
the recovery of certain bad debts, and benefits to 
landlords from permanent improvements installed 
by tenants.” New deductions were allowed for con- 
tributions to pension trusts for employees in 1941," 
and for unusual medical expenses, hospital expenses, 
life insurance payments,” expenses of maintenance 
of property used in the production of income, and 
costs of amortization of emergency war facilities 
in 1943. Deductions allowed corporations for losses 
from the sale of capital assets were limited to those 
allowed under the federal law, beginning with 
1941." Laws passed in 1940 repealed the require- 
ment that personal income tax returns be made 
under oath © and permitted the filing of joint returns 
by married couples.” Laws of 1942 required the state 
tax commission to construe absence due to military 
service as “good cause” for extending the time for 
paying personal income taxes, and defined members 
of the armed forces as “nonresidents” for the years 
1942 and 1943, thereby exempting such persons tem- 
porarily from the state income tax.” This exemption 
was extended by act of 1943 to July 1, 1944." Pay- 
ment of personal income taxes in quarterly install- 
ments was permitted beginning with 1943.” Pro- 
ceeds of all temporary emergency income tax rates 
are credited by law to the state general fund from 
which the schools receive aid, but haif of the per- 
manent personal income tax was formerly distrib- 
uted to counties, cities, and towns. This proportion 
was reduced from 50 percent to 15.734 percent in 
1941,” increasing proportionately the allocation to 
the state generai fund. Of corporation franchise tax 
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proceeds the state general fund receives two-thirds 
of revenue derived from the 4% percent permanent 
rate and all of the revenue from the 1% percent 
emergency rate, with the balance reserved for dis- 
tribution to the counties. A law which required the 
income tax on banks to be returned to counties, 
cities, and towns was repealed in 1940." 

North Carolina. Sections of the Revenue Act 
relating to the individual income tax were amended: 
in 1939, by authorizing state taxation of salaries, 
wages, and other compensation of United States 
employees ;” in 1941, by changing the credit allowed 
nonresidents against North Carolina taxes for taxes 
paid to the states of their residence on income 
earned in North Carolina, to a credit allowed resi- 
dents against their net income for income earned 
outside North Carolina and taxable by another state 
or taxing jurisdiction, except the United States;™ 
and in 1943, by exempting compensation paid by 
the United States government to members of the 
armed forces."* The 1943 law permitted both cor- 
porations and individuals to pay income taxes in 
four rather than two installments. Corporations were 
allowed to deduct no more than 5 percent of their 
gross income for charitable contributions. Personal 
and corporation income taxes form one of the 
principal sources of the state general fund from 
which state moneys for the support of public schools 
are derived. 

North Dakota. The offset allowed the individual 
income taxpayer for the tax paid by corporations 
on dividends distributed to him was eliminated in 
1939.% Gross income was redefined in 1941 to in- 
clude salaties, wages, or other compensation re- 
ceived from the United States and income from 
obligations of the state and United States govern- 
ments, not specifically tax exempt. The same law 
authorized the tax commissioner to enter into recip- 
rocal agreements with officials of other states con- 
cerning the interstate allocation of income.” Provi- 
sions regulating the interstate allocation of indi- 
vidual income and limiting the treatment of losses 
were revised in 1943.” Proceeds of income taxes 
in excess of expenses of administration are placed 
in the general fund of the state, from which the 
schools receive appropriations. 

Ohio. The term “income yield” as used in the 
intangibles tax law was redefined to include all 
dividends distributed by corporations, except in the 
form of stock distributed in connection with the 
liquidation of a corporation.” Until 1939, 96 percent 
of the state’s share of revenue from the tax on 
intangible property, measured partly by net income, 
was earmarked for the state public-school fund.” 
All of this revenue is now placed in the general 
fund from which Ohio schools receive appropria- 
tions. 

Oklahoma. An amendment in 1943 permitted de- 
ductions for medical expenses and for contributions 
to the United States, the state, or any political sub- 
divisions for exclusively public purposes; eliminated 
the first 20 percent depletion allowance on sulfur 
mines and authorized late filing of returns and tax 
payments by persons in the armed services.” In- 
come taxes are placed in the general fund of the 


state which is the chief source of state school 
revenue. 

Oregon. An initiative measure approved in 
November 1942 earmarked for a newly created state 
school support fund all of the proceeds above 
$7,750,000 from state taxes on or measured by net 
income. The legislature of 1943 limited to $5,000,- 
000 the amount of the income tax surplus to be trans- 
ferred to the school support fund ™ and prescribed 
that prior to such transfer, income tax receipts 
must be used, as needed, (1) to eliminate the state 
property tax, and (2) to reduce property taxes paid 
by the counties to the state elementary-school 
fund. Other acts passed in 1943: (1) eliminated 
the surtax and provided for a 75 percent discount 
on 1943 incomes,“ (2) provided for lower normal 
tax rates and increased exemptions for all tax years 
following that in which a proposed retail sales tax 
becomes effective,” (3) allowed an additional ex- 
emption of $3000 of net income to members of the 
armed forces,” (4) increased the number of per- 
mitted installment payments from two to four,” 
(5) made the tax applicable to income from money 
and credits having a taxable situs in the state, 
even tho owned by nonresidents. 

Pennsylvania. A 1939 act extended the corpora- 
tion income tax to apply to income for the years 
1939 and 1940. This tax was further extended by 
act of 1941 to apply to income for the years 1941 and 
1942 and by act of 1943 to apply to income for the 
years 1943 and 1944.%° The 1939 act amended the 
law with respect to the interstate allocation of net 
income of insurance or surety companies. The act of 
1943 reduced the corporation income tax rate from 
7 percent to 4 percent, beginning with the calendar 
or fiscal year 1943; revised provisions for the inter- 
state allocation of income for tax purposes of cor- 
porations doing business as insurance or surety com- 
panies; and did away with the special deduction 
allowed to corporations filing consolidated federal 
returns. Proceeds of the corporation income tax 
are paid into the state general fund which is the 
source of state school appropriations. 

Rhode Island. A new law, passed in 1942, taxed 
banks at ‘the rate of 3 percent of net income or 
$2.50 for each $1000 of authorized capital stock, 
whichever in any year is greater.™ The rate of the 
tax on net income was increased from 3 percent 
to 4 percent in 1943. Proceeds of bank taxes 
are placed in the state general fund from which 
Rhode Island schools receive appropriations. 

South Carolina. “Gross income” of individuals 
was redefined in 1939 to include compensation re- 
ceived from the federal government.™ Laws of 1941 
authorized a deduction from individual and cor- 
poration gross income for amortization of emer- 
gency war facilities, provided new bases for the 
allocation to South Carolina of the income of foreign 
corporations and nonresident individuals, and in- 
creased the minimum tax required of foreign cor- 
porations.™* Payment of personal income taxes in 
four installments was permitted by act of 1942 with 
interest at 6 percent on deferred installments.” The 
interest requirement was repealed in 1943.% Other 
acts passed in 1943 eliminated the requirement for 
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sworn income tax returns,” and permitted corpora- 


tions to deduct up to 5 percent of net income for con- 
tributions to the state, or any of its political sub- 
divisions, agencies, or public institutions.“ From 
proceeds of the personal net income tax levied at 
rates of 2 to 5 percent, $893,000 is earmarked for 
the special schoo! account in the state treasury. A 
schedule of additional rates on income from interest 
and dividends, which contributed to funds for pupil 
transportation, was repealed in 1940. The 4% per- 
cent tax on corporate net income contributes to 
school support indirectly thru the state general fund. 

South Dakota. Legislation passed in 1939 ex- 
tended the net income tax to apply to banks and 
other financial institutions at a 3 percent rate’™ 
and diverted all income tax proceeds, 35 percent 
of which had been earmarked for schools, to the 
general fund of the state." Income tax rates were 
reduced and exemptions raised in 1941. In 1943 
the income tax was repealed effective December 
$1, 1942. 

Vermont. The exemption formerly allowed on 
salaries of federal employees was removed in 
1939. Collection of income taxes from persons in 
the armed services was suspended in 1943 until 
six months after the termination of the present 
war.” The sum of $300,000 of income tax pro- 
ceeds is paid annually into the consolidated school 
fund of the state. 

Virginia. Salaries of federal employees were 
brought within the scope of the state income tax in 
1940.” The legislature of 1942 extended the time 
for filing returns and provided for an additional 
exemption of $500 for persons in the armed forces 
in 1942 and 1943. Persons in the armed forces sta- 
tioned, but not otherwise domiciled, in Virginia 
were exempted entirely from payment of the tax.” 
Income tax proceeds are paid into the state general 
fund from which Virginia schools receive appro- 
priations. 

West Virginia. A law of 1939 excluded from 
gross income salaries received from the United 
States government and dividends on bank stock ;™ 
revised methods of computing capital gain or loss; 
and permitted payment of taxes of more than $10 
in three installments.” Personal income tax rates 
on net income in excess of $4000 were raised in 





1941.“ The personal income tax, as applied to in- 
come for all years beginning with 1942, was re- 
pealed by 1943 legislation.™ The income tax, before 
its repeal, contributed to state general revenues from 
which the schools receive appropriations. 
Wisconsin. Laws of 1939 extended the applica- 
tion of the income tax to salaries of federal em 
ployees; ™ increased the appropriation for expenses 
of administration;™ and revised provisions for 





prorating personal exemptions.” Offsetting federal 
taxes on dividends from building and ioan as- 
sociations against the Wisconsin norma! income tax 
and surtaxes was allowed, beginning with 1941. 
Income tax law amendments enacted in 1943 ex- 


cluded from the definition of gross income compen- 
sation received for military service, unti! six months 
after termination of the war,™ and allowed persons 
in the armed services to delay filing returns on in- 
come for 1942 and later years.™ A limited deduction 
was allowed for medical expenses in 1943. Other 
laws limited deductions allowed in computing net 
income of banks and corporations.” The privilege 
dividends tax was continued in 1939 to July 1, 1941, 
and the temporary surtax, equal to 60 percent of 
normal! taxes, on individual incomes was also con- 
tinued to apply to incomes for 1939 and 1940.° 
The rate of the privilege dividends tax was in- 
creased from 2% percent to 3 percent. A law of 
1941 continued the dividends tax to July 1, 1943, and 
the surtax to apply to incomes for the years thru 
1942.“ The privilege dividends tax was further con- 
tinued to July 1, 1945, by a 1943 law but the surtax 
was allowed to efpire. Proceeds of the privilege 
dividends tax and the temporary surtax on individ- 
ual income were formerly placed in the general! fund 
subject to appropriation for old-age assistance and 
public-school aids. Since 1937, however, these two 
taxes have contributed to school support only thru 
general revenues, and in 1943 the dividends tax was 
earmarked for postwar purposes.” A surtax equal 
-to one-sixth of the normal tax on individuals first 
levied in 1931 continues to be levied since 1931 for 
teacher retirement. The same law of 1943 appro- 
priated for state high-school aid $3,500,000 of the 
state’s share (40 percent) of proceeds of the normal! 
income tax, formerly placed in the state general 
fund. 
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8 Acts, 1943, No. 116. 
119 Acts, 1940, No. 216. 


South Dakota 
1 Session Laws, 1939, Ch. 263. 
12 Session Laws, 1939, Ch. 266. 
128 Session Laws, 1941, Ch. 344, 
123 Session Laws, 1943, Ch. 295, 


Vermont 
1% Public Acts, 1939, No. 27. 
1% Public Acts, 1943, No. 19. 


Virginia 
128 Laws, 1940, p. 98 
127 Laws, 1942, Ch. 197. 


West Virginia 
188 West Virginia Code of 1937, Supplement 1941, sec. 975 (40). 
1m /bid., sec. 975 (47). 
18 /bid., sec. 975 (61). 
isl Ibid. sec. 975 (19). 
188 Jbid., secs. 975 (17), 97S (77). 


Wisconsin 

18 Laws, 1939, Ch. 193. 

1% Laws, 1939, Ch. 142. 

1% Laws, 1939, Ch. 9. 

188 Laws, 1941, Ch. 315. 

187 Laws, 1943, Ch. 8. 

138 Laws, 1943, Ch. 163. 

1” Laws, 1943, Ch. 484. 

40 Laws, 1939, Chs. 282, 484; Laws, 1941, Ch. 63; Ries 1943, 
Ch. 187. 

141 Laws, 1939, Ch. 198: Lews, 1939, Ch. 443. 

142 Laws, 1941, Ch. 63. 

148 Laws, 1943, Ch. 367. 
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III. Inheritance, Estate, and Gift Taxes * 


All states, except Nevada, levy inheritance 
taxes, estate taxes, or both. Some states impose 
supplementary estate taxes in order to raise the 
total tax to the level of the full 80 percent 
credit allowed for state taxes against the fed- 
eral estate tax imposed by the Revenue Act of 
1926. 

Twelve states were levying gift taxes in 
1943. Two of these taxes were added in 1939, 
one was added in 1940, one in 1941, and one in 
1942. All of the new gift taxes were credited 
to state general funds. 

During the period 1939-1943, fourteen states 
revised their inheritance, estate, and gift tax 
laws which more or less directly affected state 
school revenues. Much of this legislation was 
concerned with the taxation of estates by 
states other than that in which the decedent 
was domiciled at the time of death. Some states 
added and others repealed reciprocity clauses. 
Other problems of inheritance, estate, and gift 
taxation which were the subject of legislation 
between 1939 and 1943 were the taxation of 
joint property, the taxation of community 
property, and the strengthening of provisions 
for the collection of taxes. Three states, North 
Carolina, Oklahoma, and Rhode Island, re- 
vised inheritance tax rates. 

Only three states, California, Michigan, 
and Montana, earmarked any part of their in- 
heritance taxes for educational purposes as of 
1939. This number was reduced to two as a 
result of the diversion of 50 percent of the pro- 
ceeds of the Montana tax from the public- 
school general fund to the state general fund 
in 1941. 

Legislation by States 

California. A new gift tax imposed in 1939* at 
rates graduated according to the degree of rela- 
tionship between donor and donee and the value of 
property transferred was amended in 1940 and 1941 
with respect to taxation of transfers of community 
property, exemptions, and provisions for collection 
and administration.” Proceeds of the gift tax, in 
excess of amounts needed for meeting certain defi- 
ciencies in state appropriations, were assigned to 
the state general fund from which are made appor- 
tionments and transfers to school funds.’ Laws of 
1941 generally amended the inheritance tax law with 
respect to exemptions and provisions for adminis- 
tration and collection. A 1943 law extended to vet- 


erans of World War II the exemption of federal 
war risk insurance already allowed veterans of 


* Citations to laws will be found on pages 97-98. 


World War L* Five percent of inheritance tax pro 
ceeds are earmarked for benefit of the state teachers 
retirement system. 


Connecticut. The exemption from succession 
and transfer taxes allowed on joint accounts in banks 
and trust companies was extended to such accounts 


in building and loan associations in 1941.° Proceeds 
of these taxes are placed in the state genera! fund 
from which towns are partially reimbursed for 
school expenses. 

Delaware. A law of 1941 provided for an arbi- 
tration board to determine the amount of estate 
tax due each state in case of dispute concerning 
the domicile of a decedent.’ An amendment of 1943 
waived the limitation of time upon the assessment 
of the inheritance tax if full information needed s 
a basis for proper assessment has been withheld.* 
Money received by the state from estate and inheri- 
tance taxes is placed in the general fund. The leg- 
islature of 1939 provided for the appointment of a 
commission to study problems of double taxation 
resulting from the taxation of estates based upon the 
domicile of the decedent.® 

Idaho. The inheritance tax law was amended in 
1941 with respect to definitions and the determina- 
tion of the value of transfers of community prop- 
erty.” Proceeds of the inheritance tax are placed in 
the state general fund from which Idaho schools 
receive appropriations. 

Kentucky. A 1942 law exempted bequests in 
Kentucky to educational, religious, or charitable 
organizations outside the state only if the state in 
which such organizations were located exempted 
bequests to similar organizations in Kentucky.” 
Inheritance taxes are credited to the state general 
fund from which the schools receive appropriations 

Louis:ana. A new gift tax was levied in 1940 
Rates are graduated from 2 to 10 percent according 
to the amount of the transfer and the degree of rela- 
tionship between donor and donee. The law pro- 
vided for a credit against the inheritance tax for gift 
taxes paid.” Another act of 1940 exempted transfers 
of intangible property of nonresidents.” Gift and in- 
heritance taxes are added to state genera! reve- 
nues. Since 1940 appropriations from state genera! 
revenues have augmented the funds available to the 
schools from earmarked taxes. 

Michigan. A law of 1941 which diverted tax 
revenues in many special funds to the state general 
fund specifically exempted those taxes, including 
inheritance taxes, contributing to the primary school 
interest fund.“ Inheritance taxes are first used to 
pay the interest on the primary school and university 
funds, next for the retirement of state indebtedness, 
and then any balance is added to the primary school 
interest fund. 

Montana. A credit against the state inheritance 
taxes paid to other states on the same bequest was 
allowed in 1943." Fifty percent of inheritance tax 
proceeds formerly earmarked for the public-school 
general fund was diverted to the state general fund 
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in 1941. The state general fund since 1941 has been 
the principal source of state school revenue. 

New York. Laws passed in 1939, 1940, 1941, 
1942, and 1943 each continued for one more year 
the emergency taxes on estates first added in 1933.” 
The total schedule of normal and emergency rates 
ranges from 1 to 20 percent. Proceeds not needed 
for refunds and expenses are placed in the state 
general fund which is the sole source of state aid 
for the support of schools. Payment of refunds out 
of current tax collections was provided for in 1939.” 
An act of 1941 authorized the deduction of bequests, 
to officers of religious denominations, subject to cer- 
tain restrictions, in determining the value of net 
estates.” Provisions relating to treatment of life in- 
surance proceeds were clarified, allowances for cer- 
tain claims against estates were liberalized, and 
deductions of community property and funeral and 
administrative expenses were restricted in 1943.” 
The provision which allowed credits for death taxes 
paid in other states was repealed in 1940." 

North Carolina. Inheritance and gift tax laws 
were repealed in 1939 and reenacted with somewhat 
less steeply graduated rates on inheritances and 
gifts to certain classes of beneficiaries.” Proceeds 
of life insurance, up to $10,000, paid to the estates or 
beneficiaries of persons whose death was caused by 
enemy action during World War II, were exempted 
from the inheritance tax in 1943.” Inheritance and 
gift taxes are placed in the state general fund which 
is the principal source of support of North Carolina’s 
system of public schools. 

Ohio. An act of 1941 added a new section to the 
inheritance tax law specifically prohibiting the taxa- 
tion of transfers of intangible personal property by 
a person not domiciled in Ohio at the time of his 
death.™ Property passing to “any public hospital not 
for profit” was exempted from the inheritance tax 
in 1939.” Half of estate and inheritance taxes goes 
to the state general fund from which Ohio schools 
receive appropriations. The other half by constitu- 
tional provision is returned to local governments 
and may be used for schools. 

Oklahoma. A new inheritance and estate tax 
law was enacted in 1939 with revised rates in the 
higher brackets.” A 1941 amendment added to the 
list of allowable deductions an amount equal to the 
value of property received by the estate from any 
other estate upon which taxes had been paid within 
the previous five years.” A new gift tax law was 
enacted in 1941 with rates ranging from 1 percent 
on gifts up to $10,000 to 10 percent on gifts in excess 
of $10,000,000. Inheritance and gift taxes are cred- 
ited to the general fund of the state, which is the 
chief source of state aid for public schools. 

Pennsylvania. Amendments to the inheritance 





tax la’v in 1939 imposed new restrictions on deduc- 
tions for debt,” exempted bequests of manuscripts 
and scientific collections and specimens used ex- 
clusively for the public benefit,” and made the tax 
due and payable within eighteen months after the 
death of the decedent, with interest thereafter at the 
rate of 12 percent.” Amendments passed in 1943 
provided for a new method of computing the tax, 
levied additional rates to equal federal estate tax 
credits, imposed higher rates on estates still undis- 
tributed after seven years, and improved adminis- 
trative procedures.” 

Rhode Island. Inheritance tax rates were in- 
creased on transfers to parents and lineal de- 
scendants and reduced somewhat, especially in the 
lower brackets, on transfers to collateral heirs in 
1939.™ Proceeds of inheritance taxes in excess of the 
first $2,000,000 were earmarked for the public assist- 
ance reserve fund in 1942.™ Hitherto all inheritance 
taxes had been placed in the state general fund from 
which the schools receive appropriations. The legis- 
lature of 1942 enacted a gift tax law at rates vary- 
ing from 1 percent on the first $25,000 of transfers 
by gift, in excess of exemptions, to 7 percent on all 
such amounts above $2,000,000. An exemption of 
$4000 was allowed on each transfer with a total 
exemption to the individual donor of $25,000 on all 
gifts made within a calendar year. Gift tax proceeds 
are added to the state general fund.™ 

South Dakota. The inheritance tax law was 
amended in 1943 (1) by redefining “joint prop- 
erty,”™ and (2) by making the schedule of rates 
applying to wives and lineal descendants apply also 
to inheritances by adopted children and others to 
whom decedent had stood in acknowledged rela- 


tionship of a parent for ten years or more.” Ninety 
percent of the inheritance tax collected in each 
county is paid to the state treasurer for the use of 


the state general fund, from which the schools 
receive legislative appropriations, 

Tennessee. A new gift tax at rates of the state 
inheritance tax was adopted in 1939." The period 
for collecting inheritance taxes was limited to six 
years by a 1941 act.” Laws passed in 1943 revised 
the procedure for allocating the federal estate tax 
among the beneficiaries of a will“ and exempted 
from the inheritance tax insurance policies payable 
by the U, S. government on lives of servicemen en- 
gaged in the present war.“ State receipts from in- 
heritance and gift taxes are placed in the general 
fund of the state, from which the schools receive 
appropriations. 

Virginia. Exemptions under the inheritance tax @ 
and gift tax“ laws were ‘broadened in 1940. Pro- 
ceeds of these taxes are paid into the state general 
fund from which Virginia schools receive appropria- 
tions, 


Citations to Laws 


California 


1 Statutes, 1939, Ch. 653. 
2 Statutes, 1940, Ch. 41; Statutes, 1941, Ch. 1035. 
8 Statutes, 1939, Ch. 653. 
* Statutes, 1941, Chs. 177, 833. 
* © Statutes, 1943, Ch. 19. 


Connecticut 
® General Statutes, 1941 Supplement, sec. 184f. 


Delaware 
? Vol. 43, Delaware Laws, 1941, Ch. 5. 
8 Vol. 44, Delaware Laws, 1943, Ch. 9. 
® Vol. 42, Delaware Laws, 1939, Ch. 205, 
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ldaho 
10 Session Laws, 1941, Ch. 71. 


Kentucky 
1 Acts, 1942, Ch. 204. 


Louisiana 
12 Acts, 1940, No. 149, 
18 Acts, 1940, No. 67. 


Michigan 
“4 Public Acts, 1941, No. 258. 


Montana 
1% Session Laws, 1943, Ch. 236. 
10 Session Laws, 1941, Ch. 14. 


New York 

Laws, 1939, Ch. 569; Laws, 1940, Ch. 131; Laws, 1941, Ch. 
118; Laws, 1942, Ch. 168; Laws, 1943, Ch. 120, 

% Laws, 1939, Ch. 25. 

1 Laws, 1941, Ch. 118. 

™ Laws, 1943, Ch. 25, 

Laws, 1940, Ch. 138. 


North Carolina 
™ Session Laws, 1939, Ch. 158. 
% Session Laws, 1943, Ch. 400. 


Ohio 
% Acts, 1941, p. 436. 
® Acts, 1939, p. 365. 


IV. General Sales 


Twenty-three states levied. general sales 
taxes in 1938, just prior to the five-year period 
covered by this bulletin. In 1943, at the end of 
the period, the list of states was the same. No 


new state was added to the twenty-three sales 
tax states in the years 1939-1943. Louisiana, 
however, repealed its sales tax law in 1939, 
only to replace it in 1941 with a new law with 
similar provisions. In the two years from 1939 
to 1941, therefore, only twenty-two states had 
general sales taxes. An additional state, Ore- 
gon, provided for submitting the question of a 
sales tax to popular referendum in November 
1944. 

Statements of the foregoing paragraph dis- 
regard mercantile license taxes levied at low 
rates on gross sales, or the gross value of pur- 
chases in Delaware, Pennsylvania, and Vir- 
ginia, since 1915, 1899, and 1914, respectively, 
and gross income taxes in Connecticut and 
Rhode Island which are restricted to apply 
only to certain types of unincorporated busi- 
nesses. The old Pennsylvania mercantile license 
tax was repealed in 1943. The Rhode Island 
tax on unincorporated business was added in 
1942. Laws of the older type in Delaware, 
Pennsylvania, and Virginia have for many 
years been unimportant as revenue producers, 


* Citations te laws will be found on pages 103-104. 


Oklahoma 


28 Oklahoma Statutes, Annotated, 1941, Title 68, secs. 989-989t. 
27 /bid., Title 68, sec. 9891. 
% Jbid., Title 68, secs. 1041-1047. 


Pennsylvania 
2 Acts, 1939, Pamphlet Laws, No. 336. 
*® Acts, 1939, Pamphlet Laws, No. 337. 
%| Acts, 1939, Pamphlet Laws, No. 338. 
®2 Acts, 1943, Pamphlet Laws, Nos. 361, 362, 178. 


Rhode Island 
% Acts and Resolves, 1939, Ch. 664. 
% Acts and Resolves, 1942, Ch. 1212, Art. IV, sec. 3. 
® Acts and Resolves, 1942, Ch. 1212, Art. X. 


South Dakota 
% Session Laws, 1943, Ch. 293. 
* Session Laws, 1943, Ch. 294. 


Tennessee 
® Public Acts, 1939, Ch. 137. 
® Public Acts, 1941, Ch. 136. 
Public Acts, 1943, Ch. 109. 
“: Public Acts, 1943, Ch. 119. 
Virginia 
“ Laws, 1940, p. 167. 
# Laws, 1940, p. 170. 


and Use Taxes * 


while it is probable that the laws of Connecti- 
cut and Rhode Island are somewhat too re- 
stricted in scope to be classed as general sales 
taxes. Certain changes made in these laws in 
the years 1939-1943 are reported in this chap- 
ter, however. 

The tendency to reduce tax rates and repeal 
tax laws which was noted in the chapter on 
income taxes is not prevalent in connection 
with state general sales tax laws, due probably 
to the absence of federal competition in this 
field. ; 

During the period from 1939 thru 1943, 
twenty-one states passed general sales tax legis- 
lation affecting the schools in some degrees. 
(This was exclusive of legislation reported in 
the following pages for Connecticut, Pennsyl- 
vania, and Rhode Island, and legislation pro- 
posing a sales tax in Oregon.) Of these twenty- 
one states, three states reduced, but three other 
states raised, the prevailing rates of their sales 
taxes, and laws due to expire during the period 
were continued by seven states. Four of these 
states made their laws permanent. 

Not only the total number of sales tax states 
but also the total number of states in which 
sales taxes contributed directly or indirectly 
to state school revenues was unchanged during 
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the 1939-1943 period. While Louisiana re- 
pealed a tax which was earmarked entirely for 
noneducational purposes and replaced it two 
years later by a tax earmarked in part for 
schools, Utah diverted sales tax proceeds from 
educational to noneducational purposes. 


TABLE 4—STATE GENERAL SALES 
AND USE TAXES AS RELATED TO 
STATE SCHOOL SUPPORT, IN THE 
YEARS 1929, 1933, 1938, AND 1943 


States Having General Sales and Use Tax 
Laws in Specified Years 


[CAPITALS indicate that general sales or use 
tax revenues are earmarked for state school 
support or for state funds contributing directly 
to school support; italics indicate that general 
sales and use tax revenues contribute to school 
support indirectly thru state general funds; 
regular type indicates that all sales and use tax 
proceeds are earmarked for nonschool pur- 
poses. ] 





1933 1938 1943 
2 3 4 
W. Va. W. Va. 








W. Va. 


Ky. 
Miss. 
N. Car. 
Pa. 

La. La. LA, 
Aris. Aris. Ariz. 
Calif. Calif. Calif. 
ILL. ILL. ILL. 
Ind, Ind. Ind. 
MICH. Mich. Mich. 
a Ue 
OKLA. 
OREG. 
S. DAK, 
UTAH 
WASH. 


Miss. 
N. Car. 


Miss. 
N. Car 


Okla. Okla. 
S. DAK, 
UTAH 
WASH. WASH, 
lowa IOWA 
Mo. Mo, 

N. MEX, N. MEX, 
OHIO Ohio 
Colo. Colo. 
ARK, ARK, 

N. DAK, N. DAK. 
wvo. Wyo. 
KANS. KANS. 
ALA, ALA, 


S. Dak. 
Utah 





There was a net reduction of two, from 
eleven to nine, in the number of state sales 
taxes earmarked directly for school support, 
in the years 1939 thru 1943. Four states passed 
legislation diverting sales tax proceeds from 
school funds to general funds or special funds 
for noneducational purposes, but two other 
states took action earmarking sales tax pro- 
ceeds, in part, for schools or for the replace- 
ment in local funds, including local school 
funds, or property tax revenues lost due to 
homestead tax exemptions. 


Five states enacted use tax laws tor the first 
time in 1939, bringing to eighteen the total 
number of states which levy such taxes. No 
new state has been added to the list of these 
states since 1939 unless we count Louisiana 
which repealed the use tax as well as the sales 
tax in 1939 but rejoined. the ranks of states 
levying sales and use taxes in 1941. 

Of the five new use tax laws enacted in 
1939, only one was earmarked specifically for 
schools. Alabama earmarked its use tax en- 
tirely for the special educational trust fund. 
The North Dakota use tax was placed in the 
retail sales tax fund for distribution in combi- 
nation with sales tax revenues and so became 
earmarked in part for schools in 1941 when a 
part of the sales tax fund, formerly diverted, 
was reallocated for school purposes. Proceeds of 
use taxes in North Carolina and South Dakota 
were added to state general funds. New Mexico 
earmarked its new use tax for nonschool pur- 
poses. Use tax proceeds were diverted from 
school funds to state general funds by Ohio 
and to nonschool special funds by Utah, in 
1939. In all, in 1943, use taxes contributed 
to school support directly in seven states and 
indirectly thru state general funds in seven 
states. 


TABLE 5.—STATE GENERAL SALES 
AND USE TAX COLLECTIONS, 1938- 
1944 





Percent of total state 
tax collections * 


3 


11.6% 
11, 
12. 
12. 
12. 
13. 
13. 


Amount 


Year (in millions) 











Source: U, S. Bureau of the Census, Governments Division. 
State Tax Collections, 1944. Table 2, p. 5. 

* Based on total state tax collections, inclusive of unem- 
ployment compensation taxes, as follows: 1938, $3.834,000,- 
000; 1939, $3,884,000,000; 1940, $4,157,000,000; 1941, $4,- 
507,000,000; 1942, $4,975,000,000; 1943, $5,094,000,000; 
1944, $5,387,000,000. 





As in the case of income taxes, collections of 
general sales and use taxes in the years 1939- 
1943 showed a remarkable increase for so short 
a period. Collections rose from $440,000,000 
in 1938 to $671,000,000 in 1943 and $721,- 
000,000 in 1944. The percent of total state tax 
revenues derived from general sales and use 
taxes rose from 11% to 13 percent. 
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Legislation by States 


Alabama. The legislature of 1939 repealed and 
reenacted the sales tax law with few changes and 
adopted a new use tax. All of the use tax was as- 
signed to the Alabama special educational trust 
fund. Replacement in the state school fund and state 
general fund of property tax revenues lost thru 
homestead exemptions was made a first charge 
against sales tax proceeds, as under the former law, 
with one-fourth of the remaining proceeds up to 
$1,050,000, reserved for distribution to the counties 
and the balance to the special educational trust 
‘fund. The $1,050,000 limitation on the distribution 
to counties was new in 1939.1 Amendments to the 
sales tax law passed in 1943: (1) defined as a re- 
tail sale within the state, the consumption of build- 
ing materials by the manufacturer thereof;* (2) 
added agricultural periodicals printed and pub- 
lished in Alabama,* and twine, paper bags, and 
wrapping paper to the list of articles that could be 
sold tax-free;‘* (3) provided that before making 
any distribution to the educational trust fund, one- 
fourth of sales tax proceeds left after taking care 
of all other appropriations must be distributed to 
counties for old-age pensions.* 

Arizona. An initiative measure approved by 
the voters in November 1942 gave to municipalities 
a 10 percent share of the proceeds of the Excise 
Revenue Act after first appropriating not more than 
4 percent for administrative expenses and 15 per- 
cent for security and welfare purposes. Remaining 
balances, which were allotted 60 percent to the 
state general fund in which schools share and 40 
percent to county general funds, were thus reduced 
by the amount of the municipal allotment. An act of 
1943 changed the appropriation for meeting ad- 
ministrative costs from “not to exceed 4 percent” to 
a fixed 4 percent.’ Another law passed in 1943 made 
tax exempt, materials sold to a contractor for in- 
corporation by him under contract in construction 
upon which he has already paid a tax under the 
Excise Revenue Act.* 

Arkansas. The retail sales tax law, scheduled 
to expire, was continued indefinitely by act of 1939." 
This law, half of the proceeds of which went to the 
commen school fund, was repealed in 1941 and re- 
placed by a law taxing at 2 percent the gross 
receipts from sales of tangible personal property, 
public utilities services, printing, and tickets of ad- 
mission. The new law gave 50 percent of the pro- 
ceeds to the common school fund; 7 percent, up to 
$360,000, to the textbook fund; 1% percent to the 
teachers’ salary fund; 1% percent to institutions of 
higher education; and to the equalizing fund, any 
excess above $360,000 in the 7 percent credited to 
the textbook fund.” The distribution of proceeds of 
the gross receipts tax was revised in 1943. Allot- 
ments to the common school fund, the textbook fund, 
and institutions of higher education were un- 
changed, but the share of the equalizing fund was 
limited to the difference between $360,000 and 7 
percent of the first $8,000,000 of proceeds (instead 
of 7 percent of all proceeds as heretofore) while 
the share of the teachers’ salary fund was increased 


by the addition of 11 percent of proceeds in excess 
of $8,000,000 to the original allotment of 1% per- 
cent of total proceeds. Percentage allotments for 
some nonschool purposes were reduced and a new 
“cities and counties fund” was established to pro- 
vide state aid for meeting general expenses of local 
governments.” 

California. The legislature of 1943 reduced 
sales and use tax rates from 3 to 2% percent du: 
ing the period from July 1, 1943, to July 1, 1945." 
The following were added to the list of exemptions 
from sales and use taxes: im 1939, medicines.” 
property sold to United States and its agencies, ex- 
cept incorporated agencies, especially aircraft and 
parts,” and silver bullion; * in 1940, livestock and 
poultry of a kind the products of which constitute 
food for human consumption,” and newspapers and 
other publications issued regularly at least monthly ; “ 
in 1941, sales of meals by public and private schools 
and by employers to employees; in 1943, prop- 
erty transferred to incorporated agencies of the 
federal government formerly taxable under a 1939 
law,” and tangible personal property brought into 
the state solely for transporting for use outside the 
state.” A 1941 act deferred final assessment waived 
interest charges for nonpayment of taxes on sales 
to or use by contractors of tangible personal prop- 
erty in connection with the performance of U. S. 
government contracts on a cost-plus-a-fixed-fee basis 
pending a court decision as to the applicability of 
the tax to such transactions.” The term “sales 
price” was redefined in 1943 to include costs of 
transportation and to exclude federal taxes, other 
than manufacturers’ or importers’ excise taxes.” 
Until 1943 all sales tax collections, in excess of 
refunds and administrative expenses, were added 
to state general revenues upon which the school 
apportionments and transfers to state schoo! funds 
constitute a first claim. The act of 1943 which re- 
duced the sales tax rate set aside one-fifth of the 
proceeds for the period of July 1, 1943, thru June 
30, 1945, as a postwar unemployment reserve.” 

Connecticut. Penalties were reduced in 1939 
from 20 to 10 percent on delinquent payments and 
waived on deficient payments in cases where: the 
deficiency was less than $1, by amendments to the 
law taxing the gross income-of unincorporated 
wholesale and retail mercantile establishments.?° 
The state tax commissioner was permitted to waive 
the tax on small businesses with a gross income of 
not more than $200.% The unincorporated business 
tax contributes to the state general fund from which 
towns receive reimbursements for schoo! expenses. 

Illinois. A law of 1939 continued the 3 percent 
rate of the retailers occupational (sales) tax, chief 
source of state funds for public schools, to July 1, 
1941. The provision which allocated one-third of 
the proceeds for relief purposes was also continued 
to July 11, 1941." In 1941 the rate of the tax was 
allowed to revert to the original 2 percent and 
made applicable to 98 percent, instead of total gross 
receipts from sales. All receipts under the provisions 
of the sales tax act were placed in the retailers oc- 
cupational tax fund beginning with July 1, 1941.” 
One-twelfth of the annual legislative appropriation 
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to the common school fund is transferred from the 
retailers occupational tax fund each month. 

Indiana. The rate of the gross income tax as ap- 
plied to retail merchants was reduced from 1 per- 
cent to % percent of gross income from sales of 
tangible personal property in 1941. Sales in con- 
nection with work done on federal structures were 
declared taxable.” A 1943 law exempted from the 
gross income tax the compensation for military serv- 
ice received after December 31, 1941, by members 
of the armed forces. Persons in the armed services 
were also exempted from filing a return or paying 
taxes on their income from other sources until six 
months after the end of the war, such taxes to be 
entirely forgiven in case of death.” Laws passed 
in 1939 and 1943 allowed gross income taxes to be 
credited against taxes on intangibles paid by banks 
and trust companies™ and building and loan asso- 
ciations.™ Altho their contribution is indirect thru 
the state general fund, gross income taxes are an 
important source of state financial aid for public 
schools. 

Iowa. The trade-in value of tangible personal 
property was exempted from sales and use taxes 
in 1939.% An amendment passed in 1941 increased 
from $7,000,000 to $8,500,000 the amount set aside 
for old-age pensions from personal and corporation 
income, sales and use taxes, before crediting the 
balance to homestead tax credit and state general 
funds. The homestead tax credit fund is used to 
reimburse local governments, including school dis- 
tricts, for revenues lost due to credits on homestead 
taxes. 

Kansas! The law of 1937 taxing at 2 percent 
the gross receipts from retail sales of tangible per- 
sonal property, utility services, meals and drinks, 
and admissions was amended in each of the years 
1939, 1941, and 1943 with respect to the disposition 
of its proceeds. Originally this law appropriated 
$2,500,000 to the state school aid fund after setting 
aside the first $2,660,000 of net proceeds for welfare 
purposes, including $60,000 for the state employ- 
ment services. The prior allotment for welfare pur- 
poses was raised to $3,060,000 in 1939,” and to 
$3,420,000 in 1941,% but was reduced in 1943 to 
$3,360,000 by the elimination of the $60,000 appro- 
priation for the state employnient service.” The 
provision for the collection of sales taxes by means 
of tokens was repealed in 1939.* Sales of property 
for use on public werks, the title of which would 
pass to the state or local governments, were ex- 
empted in 1941.” 

Louisiana. A new 1 percent sales and use tax 
was levied until July 31, 1944, by act of 1942. Pro- 
ceeds are placed in a new fund known as the “war 
emergency fund.” After setting aside $1,410,000 
earmarked for highways and relief, the next $350,- 
000 of receipts in the war emergency fund is cred- 
ited to the state public-school fund, and the next 
$1,000,000 for reimbursement of parish school- 
boards for céntributions to the teachers’ retirement 
system.” A former sales tax earmarked for nonedu- 
cational purposes was repealed in 1940. 

Michigan. Laws of 1939 exempted sales to fed- 
eral, state, and local governments and allowed a 


credit for the trade-in value of property used in 
part payment for goods purchased.“ Sales of fuel 
provisions, supplies, and maintenance and repair 
services, for the use of commercial vessels of regis- 
tered tonnage of 1000 tons or more engaged in 
interstate commerce, were exempted by laws of 1942 
and 1943." Sales taxes contribute thru the state 
general fund to state school appropriations. 

Mississippi. A new use tax law, enacted in 1942 
in place of a former law which was repealed, pro- 
vided for rates identical with those of the state 
sales tax and greater conformity with other provi- 
sions of the sales tax law.“ Proceeds of sales and 
use taxes are placed in the state general fund which 
is the source of all state aid for public schools. 

Missouri. The life of the sales tax was extended 
to December 31, 1941, by 1939 legislation,“ and 
indefinitely by legislation of 1943.“ The law of 
1943 which made the sales tax a permanent part 
of the tax structure added to the list of tax-exempt 
commodities, seed, limestone, and fertilizer used 
in connection with the production of feed for live- 
stock or poultry, foodstuffs to be sold ultimately in 
processed form at retail, and authorized the use 
of nonmetal sales tax tokens. Sales and use taxes 
form an important part of the revenues in the state 
general fund. General fund revenues are the prin- 
cipal source oi state school appropriations in Mis- 
souri. 

New Mexico. The school emergency tax, im- 
posed on gross receipts of most occupations and 
businesses at the rate of 2 percent, was made to 
apply to rentals and leases of tangible personal 
property in 1939. A law of 1941 extended the 
2 percent rate to apply to the extraction of carbon 
dioxide gas; raised the rates on the extraction of 
certain other minerals from 4% percent to % per- 
cent, on retail sales of new or used automobiles 
from % percent to 1 percent, and on contractors 
from 1 percent to 2 percent. Gross receipts from 
sales of livestock, poultry, seeds, bulbs, and imple- 
ments used in connection with agricultural produc- 
tion; values of trade-ins on sales of tangible per- 
sonal property; and deposits of gold and silver 
placed with the U. S. were made deductible.” The 
exemption which had been allowed on sales to cor- 
porate agencies and instrumentalities of the fed- 
eral government was eliminated.“ Ninety-five per- 
cent of the 2 percent rate is credited to the common 
school equalization fund. 

North Carolina. The Revenue Act of 1939 ex- 
tended the life of the sales tax indefinitely and 
levied a tax of 3 percent on the use or storage of 
tangible personal property.” Laws passed in 1941 
extended the exemption of certain foods formerly 
allowed to apply to all “foods and food products,” 
and rewrote the use tax without change in the rate 
and strengthened administration and enforcement 
provisions.” Sales, use, and income taxes form the 
principal sources of revenue of the state general 
fund, from which money is drawn for the financing 
of North Carolina schools. 

North Dakota. Legislation of 1939 extended the 
life of the sales tax for two more years to June 30, 
1941, and provided for the transfer of revenue in 
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the retail sales tax fund to the general fund of the 
state.” The sales tax is levied at 2 percent on gross 
receipts from sales of tangible personal property, 
public utility services, and admissions. Proceeds in 
excess of $1,000,000 were formerly earmarked for 
school equalization purposes. Proceeds of a new 2 
percent use tax also were placed in the retail sales 
tax fund for transfer to the state general fund. The 
general fund was the principal source of state 
school revenue between 1939 and 1941." Amend- 
ments passed in 1941 again extended the life of 
the sales tax to Juné 30, 1943, and earmarked 7/12 
of the proceeds in the retail sales tax fund for pub- 
lic-school equalization.” The definition of “tangible 
personal property” was widened in 1941 to include 
machinery, appliances, apparatus, and other prop- 
erty leased for use within the state.“ Sales and use 
tax laws were rewritten in 1943 and continued to 
June 30, 1945. The new law taxed sales of tangible 
personal property to the United States, the state, 
and all political subdivisions.” 

Ohio. Laws passed in 1939 diverted sales and 
use tax proceeds from the state public-school gen- 
eral fund to the state general fund. As amended, 
the law provided for placing in the general fund 
all use tax proceeds,™ and all sales tax proceeds 
in excess of $12,000,000 which was credited, for 
each of the years 1939 and 1940, to a newly created 
local government fund to be used for “essential 
public services.” Formerly the schools received 60 
percent of sales tax revenues in excess of an amount 
needed for administrative costs and all use tax 
proceeds in excess of administrative costs. Provi- 
sions for the assignment of sales tax proceeds to the 
local government fund were continued to apply to 
revenues for the years 1941 thru 1944 by acts of 
1941 and 1943." 

Oregon. An act passed in 1943 provided for 
taxing at 3 percent the gross receipts from retail 
sales of tangible personal property, subject to favor- 
able referendum at a general or special election. 
Receipts would be placed in a separate sales tax 
account in the state general fund with 20 percent 
of the amount in excess of $5000 for administrative 
costs, earmarked for the state school support fund. 
This measure was to be voted on in November 
1944." 

Pennsylvania. A 1941 amendment to the old 
mercantile license tax of 1899 related to the exemp- 
tion of certain sales by manufacturers and me- 
chanics.” The mercantile license tax was repealed 
in its entirety by a 1943 law, effective January 1, 
1944." 

Rhode Island. A new tax was levied on unin- 
corporated business in 1942. Rates were: $1 on each 
$1000 of gross receipts of retail. mercantile, motor 
transportation, amusement, and manufacturing 
business with gross receipts over $30,000; 25 cents 
on each $1000 of gross receipts of wholesale mer- 
cantile business.” The rate of the tax on wholesale 
merchants was raised from 25 cents to 50 cents on 
each $1000 of gross receipts in 1943." Proceeds of 
the unincorporated business tax are paid into the 
state general fund from which the legislature ap- 
propriates money for school support. 


South Dakota. Proceeds of the 3 percent retail 
sales tax were placed in the state general fund by 
an act of 1939." Thirty-five percent of the proceeds 
from the 2 percent rate, at which the tax was origi- 
nally levied, had been earmarked for schools. Other 
amendments to the sales tax law, passed in 1939, 
exempted sales of used farm machinery taken in 
trade or exchange for new farm machinery on 
which the tax had already been paid™ and revised 
administrative provisions.” A 3 percent use tax was 
adopted in 1939 with proceeds allocated to the 
state general fund which is now the chief source of 
state school support.” Sales and use tax rates were 
reduced from 3 percent to 2 percent in 1941." 

Utah. All receipts from the 2 percent tax on 
retail sales and use of tangible personal property 
were allocated for relief purposes by a 1939 act.” 
Until 1939, a part of the proceeds had been ear- 
marked for the state district school fund. 

Washington. Rates of retail sales and use taxes 
were raised from 2 percent to 3 percent in 1941, 
with the proviso that, in case of a decision of the 
state supreme court favoring the constitutionality 
of a personal income tax, the 3 percent rate should 
revert to 2 percent.” Amendments to the business 
and occupation tax law: in 1939, made the tax apply 
to rentals of tangible personal property, sales to the 
state and local subdivisions, and sales by state 
liquor stores, and reduced the rate on persons en- 
gaged in buying wheat, oats, and barley from % 
percent to 1/100 percent;™ in 1941, extended the 
tax to apply to sales made on military reservations, 
raised the exemption from $400 to $600 of gross 
sales for a bimonthly period, and eliminated the 
special $1000 exemption allowed persons engaged 
in making sales at retail;™ in 1943, reduced the 
rate on persons engaged in road construction, re- 
pair, and improvement from % percent to 4 per- 
cent;™ abolished certain food processing exemp- 
tions, extended the tax to apply to payments for ifn- 


- provement of land and buildings, and the value of 


property acquired by gift, and revised and clarified 
definitions and administrative provisions.“ The 3 
percent retail sales and use taxes, and the business 
and occupation tax levied usually at the rate of % 
percent on the gross value of the product, the gross 
receipts from sales, or the gross income of most 
businesses and occupations, are imposed under the 
terms of the Excise Reverue Act. Proceeds of taxes 
collected under the Revenue Act are used for edu- 
cational and general state purposes. The percents 
allocated to the state current school fund and the 
state institutions of higher education were raised in 
1939 from 49 percent and 3.23 percent to 52.25 per- 
cent and 4.98 percent, respectively, and the percent 
allocated to the state general fund was reduced 
from 47.77 percent.” The percent going to the cur- 
rent school fund was reduced to 35.63 in 1941 ™ and 
increased slightly to 38.25 in 1943; that going to the 
state university and colleges was reduced to 3.15 in 
1941 and raised to 4.08 in 1943. . 

West Virginia. A 2 percent consumers sales tax 
and a business and occupation tax measured by 
gross receipts were in operation in West Virginia 
in the years 1939-1943. Sales of bread, butter, eggs, 
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and milk were added to the list of sales exempt 
from the consumers sales tax, up to the first 59 
cents of purchase price, in 1941. Procurements of 
food by means of stamps issued by the federal sur- 
plus commodities corporation were also exempted 
as sales to the U. S. government.” The list of tax- 
exempt foods was further extended in 1943, but the 
provision defining the procurement of surplus foods 
as a sale to the U. S. government was repealed.” 
The consumers sales tax is levied, usually at the 
rate of 2 percent, on retail sales of tangible personal 
property and services. Proceeds are paid into the 
state general fund, earmarked for school purposes, 
but subject to legislative appropriation. A law of 
1939 extended the 1 percent rate of the business and 
occupation tax to apply to the gross income of in- 
dustrial loan companies, required the tax on the 
extraction of oil, natural gas, and petroleum prod- 
ucts to be measured by the value of the entire pro- 
duction, eliminated the exemption of public utilities 
with capital stock of not more than $50,000 which 
do not generate their own electricity, and restricted 
the exemption allowed insurance companies and 
banking and loan companies.” Persons formerly 
exempt from the business and occupation tax of 1 


percent on gross income from the collection of 
rentals because they paid a net income tax on such 
income were required to pay the former tax begin- 
ning with 1943, as a result of the repeal of the 
personal income tax law.” The $25 exemption from 
business and occupation taxes was increased to $50, 
and the total net balance of taxes due was reduced 
by 10 percent, beginning with July 1, 1943." Busi- 
ness and occupation taxes contribute to state genera! 
revenues from which school appropriations are de- 
rived. 

Wyoming. Proceeds of taxes levied at 2 per- 
cent on gross receipts from retail sales and the use, 
storage, and consumption within the state of tangi- 
ble personal property and services of public utilities 
were diverted in 1939 from the state school equal- 
ization fund to the state general fund.” The state 
general fund is now the chief source of aid for state 
school support. Amounts received from the trans- 
portation of raw farm products to processing and 
manufacturing plants were exempt from the sales 
tax under a 1941 law. The exemption on fares of 
taxicabs operating within a town was raised from 
11 cents to 24 cents.™ 
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™% Laws, 1939, Ch. 225. 
7 Laws, 1941, Ch. 178; Laws, 1943, Ch. 156. 


West Virginia 

™ Acts, 1941, Ch. 119. 

™ Acts, 1943, Ch. 90. 
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V. Alcoholic Beverage Taxes * 


Twenty-nine states in the years 1939 thru 
1943 passed or revised liquor tax laws which 
in some degree affected state school revenues. 
Much of this legislation in the early part of 
the period involved increases in tax rates. At 
least thirteen of the twenty-nine states imposed 
new or higher rates on sales of alcoholic bever- 
ages in the year 1939. In one of these states, 
Oklahoma, the tax applied to sales ef nonin- 
toxicating beverages only, Further increases in 
sales tax rates were provided for by two states 
in 1940 and seven states in 1941. 

Wartime restrictions on liquor production 
dimmed somewhat the prospects of high re- 
turns from state liquor taxes but revenues con- 
tinued to rise thru 1943. Collections in 1943 
were $335,000,000 as compared with $179,- 
000,000 five years earlier. 

The volume of legislation declined some- 
what but two more of the twenty-nine states 
for which legislation is reported in this chapter 
increased rates on sales of alcoholic beverages 
in 1943. Two states continued additional tem- 
porary rates thru 1944 or 1945. 

The tendency to increase alcoholic beverage 
sales tax rates did not extend to license taxes. 
There were a few instances of increases in fees 
charged for particular types of permits. Reduc- 
tions of fees for particular types of permits 
occurred in at least as many instances, how- 
ever. A few new types of permit fees were 
added to existing schedules. 

Much of the legislation passed in the years 
1939-1943 was of two types: (1) legislation 
arising out of problems connected with inter- 
state and federal-state relationships; (2) legis- 
lation designed to ease the tax burden on per- 
sons who have entered the armed services. 
Several states added retaliatory clauses to their 
laws making products of other states taxable 
at rates equal to those imposed by such other 
states on products of the home state. Kentucky 
exempted from taxation alcoholic goods brought 


* Citations to laws will be found on pages 107-108. 


into the state for war purposes by order of the 
federal government. Other state laws were 
concerned with taxes on sales of alcoholic bev- 
erages on military reservations. A number of 
states provided for rebates on liquor license 
fees to persons who entered the armed services 
or made licenses held by such persons renew- 
able without payment of fees. 

The number of states in which schools shared 
directly in alcoholic beverage sales or license 
taxes, or both, was seven in 1943, as compared 
with twelve five years previously in 1938. 
Proceeds earmarked for schools were diverted 
to general funds or for special nonschool pur- 
poses in two states in 1939, one state in 1940, 
one state in 1941, and one state in 1943. 

In addition, Oklahoma diverted 95 percent 
of proceeds of taxes.on nonintoxicating bever- 
ages from school funds to state general funds 
in 1941 but restored this revenue to the schools 
in 1943. Arkansas might almost be said to be 
an addition to the states earmarking beverage 
tax proceeds in part for schools, since only sur- 


_plus revenues (if any), after meeting needs for 


relief and old-age pensions, were available to 
Arkansas schools prior to 1941. Beginning with 
1941 specific appropriations were made for vo- 
cational education and the teachers’ salary 


fund. 


Legislation by States 


Arizona. The sum of $3000 per month of pro- 
ceeds of liquor and tobacco taxes, imposed by the 
Luxury Tax Act and formerly earmarked for the 
state board of security and welfare, was diverted 
by 1941 legislation to the state general fund, from 
which schools receive aid.’ In 1943 the 4 percent 
luxury tax administration fund was abolished and 
all proceeds were made payable directly to the state 
treasurer for credit to the state genera! fund.” The 
stamp tax levied by the Luxury Tax Act on sales of 
malt, vinous, and. spirituous liquor was repealed in 
1943 and replaced by a tax payable by wholesalers.” 
A 1941 law repealed the provision which had placed 
liquor licenses in a liquor tax administration fund 
and made monthly collections payable to the state 
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treasurer, who was directed to return one-third to 
the counties and credit the other two-thirds to the 
state general fund.* Liquor licenses held by persons 
who entered the armed forces were renewable with- 
out payment of fees, during the war and for six 
months thereafter, according to a 1943 law.® 

Arkansas. Rates of liquor, wine, and beer ex- 
cise taxes were increased in 1939 by the levy of an 
additional rate of 32 cents per gallon on sales of 
spirituous liquors* and new beer and liquor con- 
sumer sales taxes.’ Schools shared only in the pro- 
ceeds in case of certain amounts in excess of specific 
allotments for nonschool purposes. Beginning with 
July 1, 1939, one-half of the new 32-cent rate on 
spirituous liquors in excess cf specific allotments 
totaling $312,500 was credited to the vocational 
education fund. A 1941 law brought together in 
one act the above and other provisions for taxing 
alcoholic beverages and distributing the revenues. 
Rates which were in lieu of all other excises on 
alcoholic beverages were $1.12 per gallon on 
spirituous liquors, 60 cents per gallon on vinous 
liquors, and 20 cents per gallon on malt liquors. 
The liquor consumers sales tax at 3 percent of the 
wholesale price was continued and the beer con- 
sumers sales tax was increased from $3.50 to $5 for 
each barrel of 32 gallons. Retailers were directed 
to pass on to consumers the liquor consumers sales 
tax and permitted to pass on the beer consumers 
sales tax. After allocating the first $600,000 of the 
proceeds for specific health and welfare purposes, 
there were next allotted $150,000 to the vocational 
education fund and $200,000 for the teachers’ salary 
fund, withehalf of any balance in excess of $2,316,- 
355 to be paid to the school equalizing fund.’ The 
license tax on the privilege of distilling spirituous 
liquors for use exclusively for fortifying wine made 
from Arkansas-grown fruits and vegetables was 
reduced from $1000 to $250 annually in 1939." 

California. Laws passed in 1941 fixed excise 
tax rates at 80 cents per wine gallon on distilled 
spirits,” 24 cents per wine gallon on champagne 
and sparkling wine,” and at proportionate rates 
for any other quantity, instead of specifying pro- 
portional rates on fractional parts of a gallon in the 
law. This legislation involved little change in the 
amount of tax to be paid. Exemptions of sales of 
distilled alcohol for industrial and pharmaceutical 
purposes were liberalized and administrative and 
enforcement provisions were clarified.” A 1943 law 
made provisions relating to the taxation of distilled 
spirits generally applicable to beer and wines. Re- 
ceipts from distilled spirits, beer, and wine excise 
taxes are placed in the general fund from which 
are made apportionments and transfers to school 
funds. 

Connecticut. Changes made in the alcoholic 
beverage tax law in 1939 limited to amounts less 
than one-fourth, instead of one-half, barrel the ap- 
plication of the 3 1/3 cent per gallon rate of the 
beer tax; raised the excise tax on liquor from 60 
cents to $1 per wine gallon; levied a new tax on 
alcohol in excess of 100 proof at $1 per proof gal- 
lon; and broadened the exemption allowed on ethyl 
alcohol for scientific, industrial, and medicinal pur- 


poses.” Beverages with an alcoholic content up to 
.2 percent (formerly 15 percent) and fruit juices 
with an alcoholic content were excluded from the 
definition of “still wine” in 1941. The rate on cider 
was reduced from 10 cents to 1% cents per gallon: 
Wine used in the manufacture of fruit preserves, 
or patented, proprietary, or pharmaceutical prod- 
ucts was exempted.“ Licensees who surrender their 
liquor licenses to enter the armed forces receive re- 
bates based on the ratio of the unexpired term of 
the licenses surrendered to the total term for which 
they were issued according to a 1943 law.” Another 
law passed in 1943 reduced the cost of liquor per- 
mits to druggists from $250 to $50 if beer only is 
sold.” Beverage excise and license taxes in Connecti- 
cut are paid into the state general fund which is the 
sole source of state school aid. 

Delaware. The excise tax on wine was reduced 
from 40 cents to 25 cents per gallon in 1941." A 
law of 1941 added a retaliatory clause providing 
for the taxation of sales of alcoholic beverages 
manufactured in other states at rates equal to those 
imposed by such other states on Delaware prod- 
ucts.” Proceeds of taxes on alcoholic beverages are 
placed in the state general fund which since 1941 
has been the source of state school appropriations. 

Florida. Laws passed in 1941 increased excise 
tax rates on spirits and wines (except natural 
sparkling wines) from 20 cents to 30 cents per 
gallon on those with an alcoholic content of 1 to 
14 percent by weight, and from $1.20 to $2.40 per 
gallon on those with an alcoholic content of over 48 
percent by weight,” and imposed an additional floor 
tax of 10 cents for each gallon of wine sold, but not 
manufactured in the state from Florida-grown 
fruits and vegetables.” Importers of alcoholic bev- 
erages were required by 1943 law to pay a new an- 
nual license tax of $10." Schools share in receipts 
from alcoholic beverage excise and license taxes, 
only in case of a surplus in excess of needs for old- 
age assistance and aid to dependent children. 

Georgia. Gallonage taxes on all foreign wines 
and on domestic wines with an alcoholic content 
upwards of 14 percent were increased in 1941. The 
license fee required of wine retailers was reduced 
from $15 to $5, annually.” 

Idaho. Laws passed in 1939 provided for the 
creation of a state liquor dispensary and the estab- 
lishment of state liquor stores ™ and diverted to the 
state general fund the 25 percent of liquor excise 
and license tax proceeds which had been earmarked 
for the state public-school income fund.™ Provisions 
of the law which required the distribution of 50 
percent of liquor tax proceeds to counties on a 
population basis and the use for junior colleges of 
half of the amount received by each county em- 
bracing a junior-college district were retained. An 
additional tax of 20 percent on the wholesale price 
of liquor sold to the state dispensary was imposed 
in 1941” and repealed in 1943.” Proceeds were 
credited by the 1941 law to the state general fund 
from which the schools receive appropriations. 

Indiana. The excise tax on malt beverages was 
increased from 3% to 4 cents per gallon. in 1939.” 
An act of 1941 provided for a special permit for 
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selling alcoholic beverages in establishments where 
dancing is permitted.” 

Kentucky. The tax on sales and distribution of 
distilled spirits was increased from $1.04 to $1.20 
a gallon in 1940.” A 1942 law exempted from manu- 
facturing and import taxes, during the war emer- 
gency, alcohol manufactured in or imported into 
Kentucky at the direction of the War Production 
Board, and all industrial alcohol which is exempt 
from internal revenue taxes.” Proceeds are paid 
into the state general fund which ‘is the source of 
state aid for public schools. 

Louisiana. Rates on sales of liquors, sparkling 
wines, and still wines with an alcoholic content of 
more than 24 percent were raised from $1 to $1.50 
per gallon in 1940, Rates on sales of still wines with 
an alcoholic content of 14 percent to 24 percent were 
raised from 10 cents to 30 cents per gallon in 1940 
and reduced from 30 cents to 20 cents per gallon 
in 1942. Rates on still wines containing less than 
14 percept alcohol were raised from 5 cents to 15 
cents per gallon in 1940 and reduced to 10 cents 
in 1942. Retail permit fees were increased in 1942 
from $5 annually to a schedule ranging from $50 
to $200, according to the type of business operated 
and the size of the town in which it was located.™ 
Proceeds of alcoholic beverage taxes are placed in 
the property tax relief fund for transfer to the state 
public-school fund and for replacement of property 
taxes lost due to homestead exemptions. The law of 
1940 repealed the provision for transfers from the 
property tax relief fund to the state public-school 
fund and credited any excess, above amounts needed 
for property tax replacement, to the state general 
fund. Appropriations from the general fund now 
supplement taxes earmarked for schools. 

Maryland. Excise taxes on beer and distilled 
liquor were increased in 1939 from 2 7/16 cents to 
3 cents per gallon on beer and from $1.10 to $1.25 
per gallon on spirituous liquors. The 20 cents per 
gallon rate on wines was retained. Taxes are paid 
to the state comptroller by manufacturers and 
wholesalers on sales to retailers for credit to the 
general treasury for the use of the state. Generai 
funds in the state treasury are the source of prac- 
tically all state funds for the public schools.” 

Michigan. The annual license tax required of 
manufacturers of spirits was reduced from $5000 
to $1000 in 1941." Proceeds go to the state general 
fund which is a principal source of state school 
revenue in Michigan. 

Missouri. A 1943 law required a reduced license 
fee of $5 for each $00 gallons of light wines, up to 
a maximum of 5000 gallons, manufactured from 
Missouri-grown fruits and vegetables.” Liquor tax 
revenues go to the state general fund, one-third of 
which in 1943 was appropriated to public schools. 

Montana. Half of the proceeds of liquor license 
taxes earmarked by law of 1937 for the public- 
school general fund was diverted to the state gen- 
eral fund of 1941. Since 1941 the state general fund 
has been the principal source of state school reve- 
nues.” A provision of the alcoholic beverage tax 
law which provided for an appropriation from 
taxes on state liquor store receipts for a state 


teachers’ retirement fund was repealed in 1941.” 
The rate of the liquor tax was changed from 50 
cents per gallon to 8 percent of the sales price in 
1939." 

Nevada. The legislature of 1939 increased from 
15 percent to 40 percent the part of liquor excise 
and license taxes earmarked for the contingent fund 
of the state university. The 50 percent earmarked 
for the state school fund was left unchanged.” In 
1943, liquor tax proceeds in excess of administra- 
tive expenses were diverted from state school dis- 
tributive, university contingent, and bond and in- 
terest retirement funds to the state general fund.” 
A new reduced fee of $15 was required of manu- 
facturers and wholesalers of wine made from 
Nevada-grown grapes, in 1939. 

New York. A law passed in 1939 increased the 
tax on liquor from $1 to $1.50 per gallon for the 
period from.May 10, 1939, to June 30, 1940, and 
imposed a floor tax of 50 cents per gallon of liquor 
in excess of 350 gallons in stock at the beginning 
of that period.” One-third of collections from the 
$1.50 liquor tax and one-half of all other taxes on 
alcoholic beverages are placed in the state general 
fund from which the legislature appropriates money 
for the public schools. Laws of 1940, 1941, 1942,* 
and 1943 “ continued the $1.50 per gallon rate of the 
liquor tax, one year at a time, to March 31, 1944 
The rate on cider with an alcoholic content of more 
than 3.2 percent was repealed and the sale of cider 
tax-free, by a holder of a cider-producer’s permit, 
was permitted in 1942. Natural sparkling or arti- 
ficially carbonated cider was made taxable, how- 
ever, at the rate of 1% cents per gallon.“ 

North Carolina. Excise taxes were increased in 
1939 from $3 to $3.75 for each barrel, and from 1 
cent to 1% cents for each bottle of beer sold within 
the state. The rate of the tax on sales of spirituous 
liquors was increased from 7 percent to 8 percent 
of the retail price.“ In 1943 the rate on sales of un- 
fortified wines was increased from 10 cents to 20 
cents per gallon. The stamp tax on wines was re- 
pealed and replaced by a tax on wholesale dealers.” 
Alcoholic beverage taxes are placed in the state 
general fund from which the public-schoo! system 
of North Carolina is financed. 

North Dakota. A law of 1939 imposed an addi- 
tional tax on sales by wholesalers to retailers, of 
liquor with an alcoholic content of more than 4 
percent. Rates were 7 percent on liquor with an 
alcoholic content of from 4 percent to 24 percent, 
8 percent on liquor with an alcoholic content of 
from 24 percent to 50 percent, and 25 percent on 
alcohol and alcohol substitutes. All proceeds were 
placed in the general fund from which the schools 
receive appropriations. Wholesalers were directed 
to add the amount of this tax to the price charged 
retailers, whereas liquor excise taxes already levied 
were a separate charge exclusive of the retail price. 
Rates of the wholesale liquor transaction tax were 
increased to 11 percent and 12% percent in 1941, 
and again revised to 20 cents per gallon and $1.10 
per gallon on liquor with an alcoholic content of from 
4 percent to 24 percent, and from 24 percent to 50 
percent, respectively, in 1943. The 1941 law di- 
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verted from the general fund to the charitable insti- 
tutions revolving fund 50 percent of the tax on liquor 
with an alcoholic content of less than 24 percent and 
36 percent of the tax on higher proof liquor. The 
1943 law placed 36 percent of the tax on sales of 
both grades of liquor in the charitable institutions 
revolving fund and the remainder in the state gen- 
eral fund from which the schools receive appro- 
priations. 

Ohio. The tax of 10 percent on sales of wines 
and bottled alcoholic beverages was changed to 
apply at varying rates according to the types of 
beverage sold. Wine was taxed at 12 cents or 30 
cents per gallon according to its alcoholic content; 
vermouth at 60 cents per gallon; carbonated wine 
and champagne at $1 per gallon; bottled highballs, 
cocktails, and other mixed beverages, at 40 cents 
per gallon.” Proceeds of the wine tax in excess of 
amounts set aside in a “wine tax rotary fund” to 
take care of refunds are placed in the general fund 
of the state from which Ohio schools now receive 
appropriations. Proceeds of the tax on spirituous 
liquor were credited by an act of 1939 to the gen- 
eral fund of the state to be added to state general 
revenues.” Since 1939 state school moneys have 
been derived principally from general revenues. 

Oklahoma. The rate on sales of 3.2 beer and 
any other beverages of a similar alcoholic content 
was reduced from $2.50 to $2 a barrel in 1939." 
An act of 1941 diverted 95 percent of revenues from 
excise and license taxes on nonintoxicating bever- 
ages, which had been earmarked for schools, to the 
state general fund, effective April 1, 1941." But 
revenues ffom this source were restored to the 
schools beginning with July 1, 1943." 

Pennsylvania. The emergency 10 percent tax on 
sales by state liquor stores was continued by act of 
1939 to June 1, 1941, by act of 1941 to June 1, 1943, 
and by act of 1943 to June 1, 1945." Proceeds of 
this tax above expenses of administration are placed 
in the state general fund from which the schools 
receive appropriations. 

Rhode Island. Various license fees required 
under the alcoholic beverage tax law were revised 
in 1939, 1940, and 1941." A new schedule of license 
fees was adopted in 1942.” Certain license fees are 
paid into the state treasury and are placed to the 
credit of the state general fund. 

South Carolina. The rate of the tax on sales 
of alcoholic liquors was raised from 6 cents to 8 
cents on each 8 ounces, or from 96 cents to $1.28 per 
gallon in 1939,” and from 8 cents to 12 cents for 
each 8 ounces, or from $1.28 to $1.92 per gallon in 
1941." The part of liquor tax proceeds earmarked 
for the state special school account was increased 


Citations 


Arizona 
1 Laws, 1941, Ch 11. 
2 Laws, 1943, Chs. 14, 19. 
® Laws, 1943, Ch. 84. 
* Laws, 1941, Ch. 60. 
5 Laws, 1943, Ch. 53. 
Arkansas 
* Acts, 1939, No. 393. 
7 Acts, 1939, No. 310. 
® Acts, 1941, No. 266. 
® Acts, 1939, No. 302. 


by the law of 1941 from 16 cents of the tax on each 
gallon plus 65 percent of the remaining proceeds, 
to all of the tax of $1.92 per gallon in excess of 28 
cents distributed to counties, cities, and towns. The 
1939 law doubled the tax on sales of wine contain- 
ing less than 21 percent alcohol (from 30 cents to 
60 cents per gallon). The special school account in 
the state treasury receives 65 percent of the proceeds 
of tax on sales of wine and beer in incorporated 
cities and towns, 50 percent of sales of wine and 
beer in unincorporated places. The license fee re- 
quired of retail dealers in beer and wine was 
raised from $2 to $5 annually in 1941. Sixty percent 
of the collections from dealers in cities and towns 
are paid into the state treasury to the credit of the 
special school account. The special school account 
receives 50 percent of collections in places unin- 
corporated. 

Tennessee. Excise taxes levied in 1939” were 
increased in 1943 from 25 cents to 35 cents per gal- 
lon on wine and from 70 cents to $1 per gallon on 
spirits. All proceeds from the increased rates are 
placed in the state general fund from which Ten- 
nessee schools receive legislative appropriations. 
One-half of the proceeds of former rates was dis- 
tributed to counties on a population basis.” 

Texas. The tax on sales of distilled spirits was 
increased from 96 cents to $1.28 per gallon in 1941. 
The minimum tax on packaged goods was also in- 
creased from 6 to 8 cents.” One-fourth of the pro- 
ceeds of alcoholic beverage excises is credited to 
the state available school fund. 

Vermont. A law passed in 1939 increased the 
tax on sales of spirituous liquor from 23 cents to 
25 cents per pint.®? Bottlers and wholesalers were 
permitted to make tax-free sales to duly authorized 
agents of the United States on military reservations 
by a law of 1941." All taxes on alcoholic beverages 
are paid to the tax commissioner for transfer to 
the state treasury. A part of state funds for the 
support of Vermont schools is derived from general 
revenues in the state treasury. 

Virginia. The rate on beer sold at more than 
10.cents per 12-ounce bottle was taxed at 1% cents 
for each bottle in 1940." An act of 1942 limited the 
application of the 1%4-cent rate to beer selling at 
13 cents or more per 12-ounce bottle.” Proceeds of 
beer and beverage excises are paid into the state 
general fund for appropriation for schools and 
other state purposes. 

Wisconsin. An act of 1939 repealed the law 
which had earmarked the first $150,000 of revenue 
from the occupational excise tax on intoxicating 
liquors for aid to financially distressed elementary 
and high schools.” 
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1 Statutes, 1941, Ch. 328. 
1! Statutes, 1941, Ch. 528. 
12 Slatutes, 1941, Chs. 328, 329, 528, 889. 
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13 General Statutes, 1939 Supplement, sec. 368e. 
* General Statutes, 1941 Supplement, sec. 473f. 
% Public Acts, 1943, Ch. 177. 
1 Public Acts, 1943, Ch. 408. 
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Delaware 
17 Vol. 43, Delaware Laws, 1941, Ch. 274. 
1% Vol. 43, Delaware Laws, 1941, Ch. 276. 


Florida 
1% General Laws, 1941, Ch. 20829. 
2 General Laws, 1941, Ch. 20830. 
21 General Laws, 1943, Ch. 21839. 
Georgia 
2 Code of Georgia, Annotated, secs. 58-901, 58-902. 
Idaho 
% Session Laws, 1939, Ch. 222. 
% Session Laws, 1939, Ch. 73. 
® Session Laws, 1941, Ch. 124. 
™ Session Laws, 1943, Ch. 117. 


Indiana 
2 Acts, 1939, Ch. 30. 
* Acts, 1941, Ch. 237. 
Kentucky 
2” Acts, 1940, Ch. 170. 
® Acts, 1942, Ch. 12. 
Louisiana 
™ Acts, 1940, No, 202; Acts, 1942, No. 172. 


Maryland 
8 Acts, 1939, Ch. 277. 
Michigan 
% Public Acts, 1941, No. 111. 
Missouri 
% Missouri Revised Statutes, 1939, Annotated, 1943 Sup- 
plement, sec. 4898-A. 
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* Session Laws, 1941, Ch. 14, 
* Session Laws, 1941, Ch. 14; Repealed Session Laws, 1937, 
Ch. 84, sec. 11 (1), 
% Session Laws, 1939, Ch. 41. 
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® Statutes, 1939, Ch. 107. 
® Statutes, 1943, Ch. 71. 
© Statutes, 1939, Ch. 77. 


New York 
“1 Laws, 1939, Ch. 433. 
«2 Laws, 1940, Ch. 131; 
4 Laws, 1942, Ch. 168. 
“4 Laws, 1943, Ch. 120. 
Laws, 1942, Ch. 168. 
North Carolina 
# Session Laws, 1939, Ch. 158, sec. 517; Ch. 370 
* Session Laws, 1943, Ch. 564. 
North Dakota 
* Session Laws, 
260. 
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Acts, 1939, p. 684. 
& Acts, 1939, p. 50. 
Oklahoma 
5! Session Laws, 1939, p. 513. 
82 Session Laws, 1941, p. 126. 
58 Session Laws, 1943, p. 107. 
Pennsylvania 
%4 Acts, 1939, Pamphlet Laws, No. 39; Acts, 1941, Pam 
phiet Laws, No. 39; Acts, 1943, Pamphlet Laws, No. i0¢ 
Rhode Island 
% Acts and Resolves, 1939, Ch. 728; Acts, 1940, Chs. 814 
815; Acts, 1941, Ch. 1037. 
56 Acts and Resolves, 1942, Ch. 1212. 
South Carolina 
ST Acts, 1939, No. 346. 
5 Acts, 1941, No. 260, sec. 105. 
Tennessee 
% Public Acts, 1939, Ch. 49. 
© Public Acts, 1943, Ch. 5. 
Texas 
™ Acts, 1941, Ch. 184, Art. VII. 
Vermont 
Public Acts, 1939, No. 37. 
8 Public Acts, 1941, No. 183. 
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% Laws, 1940, p. 202. 
® Laws, 1942, Ch. 353. 
Wisconsin 
® Laws, 1939, Ch. 142. 


Laws, 1941, Ch. 135 


1941, Ch. 290; Session Laws, 1943, C} 


VI. Tobacco Taxes * 


States in need of new revenues in the years 
1939-1943 turned to tobacco taxes as one of 
the few sources that were available. Five states 
joined the ranks of cigarette-taxing states in 
1939, two in 1941, and three in 1943, thus 
raising the total number of such states from 
twenty-one in 1938 to thirty-one in 1943. At 
least nine of the cigarette-taxing states also 
levy taxes on other kinds of tobacco products. 
The Rhode Island law which, as first enacted 
in 1939, taxes tobacco products generally, was 
amended to apply only to cigarettes in 1940. 
Almost all states that tax sales of tobacco 
products also require license fees of wholesale 
and retail dealers. 

None of the ten new tobacco tax laws added 
since 1939 contributed directly to state school 
revenues. Schools benefited indirectly from to- 
bacco tax revenues under only five of these 
laws. The total number of states which ear- 
marked cigarette or other tobacco taxes directly 
for schools was six in 1943, the same as in 
1938, at the beginning of the five-year period 


* Citations to laws will be found on pages 110-11. 


covered by this bulletin. Proceeds of cigarette 
taxes formerly earmarked for schools in Ohio 
were diverted to the state general fund by a 
law of 1939, but Louisiana levied increased 
rates in 1940 and earmarked the proceeds in 
excess of specific sums totaling $825,967 fo: 
the state public-school fund. 

While only six states earmarked tobacco tax 
laws. specifically for school purposes, the laws 
of twenty-two states contributed to state schoo! 
revenues at least indirectly in 1943. In all 
nineteen states revised state tobacco tax laws 
in the years 1939-1943, which contributed di- 
rectly or indirectly to the support of schools. 
In addition to the enactment of new laws, four 
states continued temporary taxes which would 
otherwise have expired. Four states increased 
the rates of their cigarette sales taxes. ‘I ennes- 
see reduced tobacco tax rates conditional upon 
the holding up of revenues to certain specified 
amounts for a specified period. 

A number of states revised their cigarette 
tax rates so as to base them on the number of 
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cigarettes sold rather than on the retail selling 
price, and most of the new taxes levied have 
been on the latter basis. Use of this basis avoids 
fluctuations in the tax caused by economic and 
other conditions which affect the retail p:ice. 

Tobacco sales tax collections have risen dur- 
ing the war. The total collected by state gov- 
ernments was $141,000,000 in 1943, as com- 
pared with $55,000,000 in 1938. These totals 


do not include tobacco license tax receipts. 


TABLE 6—STATE TOBACCO TAXES 
AS RELATED TO SCHOOL SUPPORT, 
IN THE YEARS 1929, 1933, 1938, AND 
1943 

States Having Tobacco Tax Laws in Specified 

Years 

[CAPITALS indicate that tobacco tax revenues 
are earmarked for state school support; italics 
indicate that tobacco tax revenues contribute 
to school support indirectly thru state general 
funds; regular type indicates that all income 
tax proceeds are earmarked for nonschool 
purposes. | 





1933 1938 


2 3 


ALA, ALA. 
ARK. ARK, 
Ga. Ga. 
lowa lowa 
Kans, Kans. 
N. Dak. N. Dak. 
S. Car. S. Car. 
S. Dak. S. Dak. 
TENN. TENN. 
Utah Utah 








Miss. 
OHIO Ohio 
TEXAS TEXAS 
La. LA. 
Ariz. Ariz. 
Okla. Okla, 
Conn, Conn. 
Pa. Pa. 
WASH. WASH. 
Ky. Ky. 
Vi Vi. 
Mass. 
N. Hamp. 
et 
R.1. 
Wis. 
Il. 
Maine 
Del. 
Fla. 
N. Mex. 


Miss. 





Legislation by States 


Alabama. A new tobacco use tax law enacted 
in 1939 taxed the storage, use, or consumption in 
the state of tobacco products purchased at retail 
upon which the tobacco stamp tax had not been 
paid. Rates are the same as those of the tobacco 
sales tax. All proceeds were earmarked for the 
special educational trust fund.’ 

Arizona. The sum of $3000 per month of pro- 


ceeds of liquor and tobacco taxes, imposed by the 
Tax Act and formerly earmarked for the 
state board of security and welfare, was diverted 
by 1941 legislation to the state general fund trom 
which the schools received aid. In 1943 the 4 per- 
cent luxury tax administration fund was abolished 
and all proceeds of liquor and tobacco taxes were 
made directly payable to the state treasurer for 
credit to the general fund.’ 

Arka.asas. The cigarette tax law was rewritten 
in 1941. The new law provided that in any Arkan- 
sas city the rate should be not more than 25 cents 
per 1000 cigarettes lower than the rate in any ad- 
joining city outside Arkansas.* The common school 
fund receives 39.2 percent of cigarette tax proceeds, 
the equalizing fund 39.2 percent, and the balance 
goes to building funds of the University of Arkan- 
sas and other educational institutions. 

Delaware. A new cigarette tax law passed in 
1943 imposed a tax of 1 cent on each ten cigarettes 
sold. Stamps are used as evidence of payment of 
the tax. An annual license fee of $1 was required of 
wholesale and retail dealers. Proceeds of the 
cigarette tax are placed in the state general fund 
from which the schools receive appropriations.‘ 

Louisiana. A tax of 1/20 cent in addition to the 
1 ‘S-cent tax already existing was levied on each 
cigarette sold by an act of 1940. The same act im- 
posed additional taxes on sales of cigars at $10 
per 1000 on cigars retailing at 15 to 20 cents, $13.50 
per 1000 on cigars retailing at over 20 cents, and 
1/3 cent for each 5 cents of the retail selling price 
of smoking tobacco retailing at more than 10 cents 
per package. Proceeds of these additional taxes in 
excess of $825,967 were earmarked for the state 
public-school fund.’ Application of the additional 
tax on cigarettes was limited to packages retailing 
at more than 13 cents, instead of 10 cents as here- 
tofore, by an act of 1942.° Sales of cigarettes by 


Luxury 


. post exchanges, hospitals, and canteens to members 


of the armed forces 
cigarette tax in 1940." 

New Hampshire. A new tobacco tax law passed 
in 1939 taxed sales of all tobacco products at 15 
percent of the retail price. Proceeds go to the state 
treasury to replace the state property tax on cities 
and towns which was abolished. The legislature 
supplements school revenues from earmarked 
sources, with appropriations from general revenues 
in the state treasury.® 

New York. A new tax on cigarettes was levied 
in 1939 at the rate of 2 cents per package, effective 
for one year from July 1, 1939, thru June 30, 1940. 
Proceeds in excess of an appropriation of $375,000 
to the state tax department were credited to the 
state general fund.* Laws passed in 1940, 1941, 
1942, and 1943 continued the temporary cigarette 
tax to March 31, 1944." Enforcement provisions of 
the cigarette tax law were strengthened in 1940,” 
and sales of cigarettes to or by voluntary unincor- 
porated organizations operating places for sales of 
goods to military personnel under military regula- 
tions were allowed to be tax free in 1941.” 

North Dakota. The cigarette tax law was re- 
pealed and reenacted in 1941 with minor changes. 


were exempted from the 
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Proceeds continue to go to the state general fund 
which is a source of legislative appropriations 
for schools. 

Ohio. Acts of 1939 continued to March 31, 
1941, the cigarette tax of 1 cent on each ten ciga- 
rettes and diverted cigarette tax proceeds from the 
state school fund to the state general fund.“ A tax 
on the use and storage of cigarettes was imposed 
at the same rate as the tax on cigarette sales, Pro- 
ceeds were credited to the state general fund.” The 
cigarette tax was continued to March 31, 1943, by 
an act of 1941 and to March 31, 1945, by an act of 
1943.” 

Oklahoma. The cigarette tax law was repealed 
in 1939 and a new law enacted imposing a stamp 
excise tax of 1% cents on each 10 cigarettes. Pro- 
ceeds were credited, as under the former law, to the 
state general fund which is the chief source of state 
school aid.” A law of 1941 levied a tax of 1 cent 
on each 10 little cigars, or 2 cents on a pack of 20 
weighing not more than 3 pounds per 1000, and 
retailing at more than 3 1/3 cents. The rate on 
cigarettes was increased to 2% cents per package of 
less than 10, 5 cents per package of 10 to 20, 2% 
cents for each 10 cigarettes in a package of more 
than 20.” 

Pennsylvania. Laws passed in each of the years 
1939, 1941, and 1943 continued the cigarette tax for 
two years to May 1, 1941, May 31, 1943, and May 
31, 1945.” Sales by commissaries, ships’ stores, and 
voluntary unincorporated organizations of the Army 
and Navy personnel operating under regulations 
promulgated by the Secretary of War and the 
Secretary of the Navy were exempted by the 1941 
act. Cigarette tax proceeds are credited to the 
general fund of the state, which is the source of 
state school appropriations. 

Rhode Island. Cigarettes were taxed at 1 mill 


each, or 2 cents a pack, and other tobacco products 


at 10 percent of the retail selling price by a law 
passed in 1939. Stamps were to be used to evidence 
payment of the tax. Proceeds were assigned to the 
state general fund which is the source of state 
school appropriations.” The tobacco tax law was 
repealed in 1940, except as it applies to cigarettes.” 
The law of 1939 required annual license fees of $25 
from distributors and $1 from dealers in tobacco 
products. 

South Carolina. An act of 1942 revised the 
base for computing the cigarette tax from 1 cent on 
each 5 cents of the retail price per package, to 1% 
mills on each cigarette.” Cigarette tax proceeds 
benefit schools indirectly thru the state general fund. 

South Dakota. A cigarette use tax was levied 
at rates of the cigarette sales tax in 1939. Proceeds 


are distributed with those of the sales tax, two 
thirds of which are placed in the state general fund 
from which the schools receive appropriations.” 

Tennessee. Rates of the 1937 tobacco tax were 
reduced by a 1939 law until December 31, 1940, 
on condition that tobacco tax receipts equaled at 
least $1,350,000 for each six-months’ period between 
April 1, 1939, and March 31, 1940, and at least 
$2,025,000 for the nine-months’ period between 
April 1, 1940, and December 31, 1940.% Of tobacco 
tax collections, in excess of 4 percent fo 
of administration, $800,000 is earmarked for the 
state school equalization fund, $200,000 for state 
high-school aid, $82,500 for servicing public-school 
building bonds, $225,000 for principal and interest 
on bonds for buildings at the University of Ten- 
nessee, and the balance to the state public-school 
fund. 

Texas. An act of 1941 exempted from taxation 
sales of cigarettes by U. S. military or nava! posts, 
camps, or exchanges.™ This exemption was limited 
in 1943 to apply only to sales from posts, camps 
or exchanges to officers, soldiers, sailors, nurses, 
and marines of the Army, Navy, or Marine Corps 
The privilege of purchasing tax-free cigarettes at 
posts, camps, or exchanges was expressly denied to 
civilians, including civilian employees of the U. § 
government.” One-third of the sales tax on ciga- 
rettes is earmarked for the available schoo! fund. 

Vermont. A tax of 3% mill on each cigarette 
sold was repealed in 1939 and replaced by a new 
tax levied at the rate of 1 mill per cigarette. Pro- 
ceeds of the cigarette tax, like liquor taxes, are 
paid to the state tax commissioner to be used for 
general state purposes, including aid to public 
schools.” 

Washington. Cigarette tax rates were doubled 
in 1939: on cigarettes retailing for less than 1 cent 
each, from % mill to 1 mill per cigarette; and on 
cigarettes retailing for more than 1 cent each, from 
-10 percent to 20 percent of the retail price.” By the 
same act the state preempted for its own use 
cigarette and certain other taxes and prohibited 
their levy by counties, cities, or towns. Proceeds of 
the cigarette tax are distributed with certain other 
taxes under terms of the Excise Revenue Act. The 
share of the state current school fund in these pro- 
ceeds was set at 52.25 percent in 1939, reduced to 
35.63 in 1941, and raised to 38.25 in 1943.” 

Wisconsin. Collections from a new cigarette tax 
law, which taxed cigarettes weighing 3 pounds per 
1000 or less at 1 mill each, cigarettes weighing 
more than 3 pounds per 1000 at 2 mills each, and 
cigarette papers at the approximate rate of % cent 
for 50, were placed in the state general fund from 
which the schools receive appropriations.” 


expenses 


Citations to Laws 
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2 Laws, 1941, Ch. 11. 
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8 Acts, 1941, No. 416. 
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18 Session Laws, 1941, Ch. 271. 
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18 Session Laws, 1941, Ch. 16. 
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21 Acts and Resolves, 1940, Ch. 875. 
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# Acts, 1942, No. 721. 
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% Session Laws, 1939, Ch. 278. 
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*% Public Acts, 1939, Ch. 63. 
Texas 

*® Laws, 1941, Ch. 14. 
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VII. Motor Vehicle and Motor Fuel Taxes * 


All states have motor vehicle and motor fuel 
license taxes. Revenues from these taxes are 
most frequently used for the maintenance and 
construction of roads. Four states, however, 
earmarked part of their gasoline tax receipts 
for school purposes in 1943, and motor vehicle 
license taxes have contributed directly to the 
support of schools in three states since the same 
year. This was a reduction of one in the num- 
ber of states earmarking motor fuel tax pro- 
ceeds for schools since the beginning of the 
1939-1943 period, and a gain of one in the num- 
ber of states making the same use of receipts 
from motor vehicle taxes. In fifteen states 
motor fuel taxes or motor vehicle taxes, or both, 
made an indirect contribution to state school 
revenues thru appropriations from state general 
funds. 

Legislation affecting state motor vehicle and 
gasoline taxes during the years 1939-1943 was 
too voluminous to be reported in full in this 
bulletin. Laws passed by four states which had 
a direct effect upon revenues for public schools 
and by three states which affected school reve- 
nues indirectly are recorded in the paragraphs 
below. 

Motor fuel taxes constituted the largest 
single source of state tax revenue, exclusive 
of unemployment compensation taxes, thruout 
the period covered by this bulletin. The effect 
of gasoline rationing was beginning to show at 
the end of the period, however. Gasoline tax 
receipts declined from $942,000,000 in 1942 
to $777,000,000 in 1943 and $691,000,000 in 
1944. In 1944 motor fuel tax receipts were 
less than receipts from general sales and use 


: Citations to laws will be found on page 112. 
include receipts from operators’ licenses. 


taxes. They still produced over 15 percent of 
collections from all state tax sources in 1943 
and almost 13 percent in 1944. 

Motor fuel taxes yielded $717,000,000 
1938 or more than 20 percent of collections 
from all state tax sources. Thus collections for 
1938 were about the same as for 1943. In other 
words, the ground gained by motor fuel taxes 
during the years 1939-1942 had already been 
lost in 1943 and a further decline was in 
prospect. Motor vehicle taxes also fell off be- 
tween 1942 and 1943, from $431,000,000 to 
$395,000,000, but gained a little between 1943 
and 1944 when they totaled $398,000,000." 


TABLE 7.—STATE MOTOR FUEL SALES 
TAX COLLECTIONS, 1938-1944 





Amount Percent of total state 
(in millions) tax collections * 


3 


Year 


20. 2% 
20.6 
20.2 
20.3 
18.9 
15.3 
12.8 





Source: U. S. Bureau of the Census, Governments Division 
State Tax Collections, 1944. Table 2, p. 5. 

* Based on total state tax collections, inclusive of unemploy- 
ment compensation taxes, as follows: 1938, $3,834,000,000; 
1939, $3,884,000,000; 1940, $4,157,000,000; 1941, $4,507,- 
000,000; 1942, $4,975,000,000; 1943, $5,094,000,000; 1944, 
$5,387 ,000,000. 





Legislation by States 


Arizona. A constitutional amendment, adopted 
in November 1940, levied a statewide uniform 
motor vehicle registration tax at the avérage ad 
valorem rate in all taxing districts during the 
preceding year. The tax, which is in lieu of all 
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other ad valorem taxes on motor vehicles, was 
applied to 60 percent of the manufacturer’s list 
price for each vehicle during the first year of its 
operation, with provision for decreasing the value, 
thus measured, by 25 percent during each succeed- 
ing year.’ From collections of this tax in counties 
containing no incorporated cities, a 1941 law al- 
lotted 25 percent to the state general fund, chief 
source of state school support, and 37% percent to 
counties for distribution to school districts. In coun- 
ties containing one or more incorporated cities, 25 
percent was allotted to the state general fund and 
25 percent to counties for distribution to schools.* 
Florida. The life of an extra l-cent tax on 
gasoline which would have expired automatically 
on June 31, 1943, was again extended for two more 
years by a 1943 law.® Similar action was taken at 
each of the two preceding biennial sessions of the 
legislature.* Half of this tax is credited to county- 
school funds in the state treasury. Acts of 1939 
authorized the negotiating of reciprocal agreements 
with proper fiscal authorities of other states re- 
lating to the exemption of nonresidents from motor 
vehicle license taxes® but required nonresidents 
who accept employment or engage in any trade, 
profession, or occupation in the state, or who enter 
their children in the Florida public schools, to regis- 
ter their motor vehicles and pay the same registra- 
tion fee as that paid by residents. A 1941 law fixed 
the registration fee for motor vehicles used ex- 
clusively for transporting children to and from 
school at $25 and prohibited charging a higher fee 
for such vehicles than that required for hearses 
or ambulances.’ Churches and the Boy Scouts of 
America were required to pay $2 for each vehicle 


registered in lieu of the regular vehic 
license tax.* All receipts from motor vehicle licens 
in excess of sums credited to refund 
expense funds, are placed in the state treasury 
to the credit of county-school funds. A 1943 law 
directed the transfer to county-school funds of al! 
balances in the motor vehicle license refund fund 

Ohio. The tax of 1 cent per gallon liquid fuels 
which would have expired on March 31, 1939, was 
continued to March 31, 1941. by an act of 1939: 
to March 31, 1943, by act of 1941;" and to March 
31, 1945, by act of 1943." The 1939 act diverted 
proceeds of this tax from the state public-schoo! 
fund to the state general fund. 

Oklahoma. Proceeds of a motor vehicle excise 
tax, at the rate of 2 percent of the market value 
were earmarked entirely for the state general fund 
in 1941." 

Pennsylvania. The additional 1-cent gasoline 
tax first levied in 1935 was continued first to May 
31, 1941, then to May 31, 1943, and May 31, 1945, 
by legislation passed in 1939, 1941, and 1943." Pro 
ceeds of this additiona! 1-cent rate since 1936 have 
been placed in the state general fund which is the 
source of state school appropriations. 

Washington. A motor vehicle excise tax was 
levied in 1939 at 1% percent of the fair market 
value of the vehicle. All proceeds were earmarked 
for the state school equalization fund.” The law of 
1943 reduced from 100 percent to 80 percent the 
part of the proceeds allocated to the state school 
equalization fund, placed 5 percent in the stat 
general fund, and returned 15 percent to cities and 
towns on a population basis.” 


motor 


taxes, 


Citations to Laws 


Arizona 

1 Constitution of Arizona, Art. IX, par. 
adopted November 5, 1940. 

® Laws, 1941, Ch. 77. 


Florida 

® General Laws, 1943, Ch. 21639. 

* General Laws, 1939, Ch. 19318; General Laws, 1941, Ch. 
20228. 

5 General Laws, 1939, Ch. 19479. 

* General Laws, 1939, Ch. 19252. 

* General Laws, 1941, Ch. 20310. 

8 General Laws, 1941, Chs. 20912, 20411. 

* General Laws, 1943, Ch. 22043. 


11, Amendment 


Ohio 
1 Acts, 1939, p. 7. 
M Acts, 1941, p. 24. 
1% Acts, 1943, S. B. 64. 


Oklahoma 
18 Session Laws, 1941, Ch. 2. 


Pennsylvania 
4 Purdon’s Pennsylvania Statutes, Annotated, 
1943, sec. 2611d. 


Washington 
% Laws, 1939, Ch. 206. 
16 Laws, 1943, Ch. 144. 


Supplement 


VIII. Miscellaneous Excises * 


Some states have apparently sought to re- 
place failing gasoline tax revenues by the levy 
of new or increased rates on sales of various 
types of commodities not covered in previous 
sections of this bulletin. Particularly note- 
worthy has been the large volume of legisla- 
tion relating to excise taxes applied to numer- 
ous special types of commodities during the 
1939-1943 period. Many of these taxes were 


* Citations to laws will be found on page 114. 


earmarked for special nonschool purposes. 
Eleven states, however, passed laws relating 
to excises which in some degree affected school 
revenues. 

Maryland continued, and Kentucky reduced 
taxes on admissions to theaters and other 
entertainments while Washington repealed 
the state admissions tax and gave special per- 
mission to local governments to make use of 
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this source of revenue. The repealed tax, in 
combination with other excises, had been in 
part earmarked for schools and other edu- 
cational purposes. In two other states revised 
admissions taxes contributed to school revenues 
only indirectly thru state general funds. A 
new tax on theater bank nights was adopted 
in Tennessee with proceeds credited to gen- 
eral revenues. 

Maryland adopted, and Texas increased the 
rates of a documentary stamp tax. In the 
latter state the increased tax was earmarked in 
part for schools. New York continued a tem- 
porary tax on stock transfers while Texas in- 
creased the rate of a stock transfer tax ear- 
marked for schools. 

Two new taxes were imposed on coin-oper- 
ated vending machines, music machines, and 
mechanical games by Oklahoma and Washing- 
ton. In Washington a part of the tax was ear- 
marked for school purposes under the Excise 
Revenue Act. 

Laws taxing sales of oleomargarine were re- 
pealed in Oklahoma and revised in Tennessee. 
Proceeds of both taxes were placed in state 
general funds from which schools receive ap- 
propriations. 

Other state laws passed in the years 1939- 


1943 relate to taxes on sales of candy and other 
confectionery, soft drinks, radios, playing cards, 
and pari-mutual betting. All these taxes con- 
tributed indirectly to school support thru state 
general revenues. 


Legislation by States 


Kentucky. A law passed in 1940 reduced the 
tax on admissions to places of amusement for which 
more than 38 cents is charged: from 3 cents plus 1 
cent for each 5 cents, to 3 cents plus 1 cent for 
each 10 cents on admissions up to $1; and on ad- 
missions costing in excess of $1 to 10 cents plus i 
cent for each 25 cents.’ Proceeds from all of the 
above taxes are paid into the state general fund 
from which schools of Kentucky receive appropria- 
tions. 

Maryland. The 1 percent tax on gross receipts 
from admissions was continued by 1939 legislation 
and an additional tax was imposed at lower rates 
on admission of persons free of charge or at re- 
duced prices.” The legislature of 1941 cut in half 
the rate on regular admissions beginning with Oc- 
tober 1, 1941." Laws passed in 1943 broadened the 
scope of the tax to include new types of entertain- 
ment and exempted admissions of persons in uni- 
form of the armed forces of the United States.‘ A 
document recording stamp tax was levied in 1939 
at the rate of 10 cents on each $100 of the actual 


consideration paid on instruments conveying title 
to property and 10 cents on each $100 of indebted- 
ness involved on instruments transferred for the 
purpose of securing debt. 

Montana. All of the tax on sales of hydroelectric 
energy, 25 percent of which was formerly ear- 
marked for the public-school general fund and 25 
percent for the common school interest and income 
fund, was dedicated to the state general fund by 
1941 legislation.® Revenues in the state general fund 
since 1941 have been the principal source of state 
school revenues. 

New York. Laws passed in 1939, 1940, 1941, 
and 1942 each continued for one more year the 
additional emergency tax on transfers of stock, 
levied at rates of 1%4 cents per share selling for 
less than $20, and 2 cents per share selling for $20 
or more.’ Exemptions from the stock transfer tax 
were revised by laws of 1942.’ 

North Carolina. Sales of candy and confec- 
tionery by manufacturers to persons other than 
licensed wholesalers or retailers were taxed at 3 
percent of the selling price by a 1939 law." Pro- 
ceeds are placed in the state general fund from 
which funds are drawn for the support of the pub- 
lic schools. 

Oklahoma. A law passed in 1943 levied a 10 
percent tax on gross deposits in coin-operated 
music machines. Proceeds were placed in the gen- 
eral fund for general state purposes, including 
state aid for schools.” The tax on oleomargarine, 
proceeds of which were placed in the state general 
fund, was repealed in 1943.” 

Rhode Island. The law taxing pari-mutual bet- 
ting was reenacted in 1942. The 3% percent rate 
was retained with the additional tax adjusted to 
one-half of the breakage to the dime, instead of 
one-half of the breakage to the nickel, as hereto- 
fore. Taxes on betting under the auction mutual 
system were levied at rates of 1 percent to 2 per- 
cent.” 

South Carolina. The soft drinks tax law was 
amended in 1939 to exempt sales of fruit juices and 
vegetable juices.” The tax on soft drinks contributes 
to school support only indirectly thru the state gen- 
eral fund. 

Tennessee. Uncolored oleomargarine was ex- 
empted from the tax of 10 cents per pound in 1941." 
A 1939 law taxes gross receipts from theater bank 
nights and lotteries at the rate of 4 percent. Pro- 
ceeds of these taxes are placed in the state general 
fund. 

Texas. A tax levied in 1941 at 2 percent on 
the gross receipts from sales of radios and cos- 
metics, and at 5 cents on each deck of playing cards 
sold, was earmarked, one-fourth for the available 
school fund and three-fourths for other state pur- 
poses.” The rate of a documentary stamp tax, one- 
fourth of which was earmarked for the available 
school fund, was doubled in 1939," but repealed in 
1941.7 A tax was imposed on the face value of 
stock transfers in 1941, at 3 cents on each $100 of 
face value with one-fourth of the proceeds allo- 
cated for schools.” 

Washington. The 


operation of mechanical 
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games of skill and chance combined was taxed at 
10 percent and the operation of mechanical games 
of pure chance was taxed at 20 percent by an act 
of 1941." Laws passed in 1943 repealed the state 
tax on admissions and expressly permitted counties ” 
and cities and towns™ to levy admission taxes, a 
source of revenue formerly preempted by the state.™ 
Both of the above taxes are distributed under the 
terms of the Excise Revenue Act, proceeds of which 
Were distributed: by act of 1939, 52.25 percent to 


Citations 


Kentucky 
1 Acts, 
Maryland 

2 Laws, 1939, Ch. 277, sec. 73. 
* Laws, 1941, Ch. 823. 
* Laws, 1943, Chs. 64, 489, 
Montana 
5 Session Laws, 1941, Ch. 14, 
New York 
* Laws, 1939, Ch. 566; Laws, 1940, Ch. 131; Laws, 1941, 
Ch. 135; Laws, 1942, Ch. 168; Laws, 1943, Ch. 120. 
7 Laws, 1942, Ch. 931. 
North Carolina 
* Session Laws, 1939, Ch. 323. 
Oklahoma 
® Session Laws, 1943, p. 194-95, 
10 Session Laws, 1943, p. 149. 
Rhode Island 
1 Acts and Resolves, 1942, Art. VI. 


1940, Ch. 181. 


the state current school fund, 4.98 percent to the 
colleges and universities, 42.77 the 
state general fund;™ by act of 1941, 35.63 percent 
to the current school fund, 3.15 percent to the co] 
leges and universities, and 61.22 percent to th 
state general fund;™ and by act of 1943, 38.25 pe: 
cent to the current school fund, 4.08 percent td the 
colleges and universities, and 57.67 percent to the 
state general fund.” 


percent to 


to Laws 


South Carolina 
12 Acts, 1939, No. 346, sec. 96. 
Tennessee 
13 Public Acts, 
™% Public Acts, 
Texas 
15 Laws, 1941, 
16 Laws, 1939, 
7 Laws, 1941, 
18 Laws, 1941, 
Washington 
1° Laws, 1941, 
% Laws, 1943, 
1 Laws, 1943, 
22 Remington’s 
8370-119, 
% Laws, 1939, 
% Laws, 1941, 
% Laws, 1943, 


1941, Ch. 71. 
1939, Ch. 108. 


Ch. 184, Art. V. 
p. 630. 

Ch. 449. 

Ch. 184, Art. XV. 


Ch. 118. 
Ch. 269. 
Ch. 80. 
Revised Statutes, 1941 Supplement, se 
Ch, 225. 
Ch. 178. 


Ch. 156. 


IX. Severance Taxes * 


In 1943 twenty-one states imposed taxes on 
the severance of natural resources from the soil 
or water. In certain other states severance 
taxes were included under provisions of gen- 
eral sales tax laws. Legislation relating to 
severance taxes in the latter group of states is 
included in Section IV of this bulletin. 

Of the twenty-one states which had separate 
severance tax laws five required that all or 
some part of the proceeds should be used for 
school purposes. This number represented a 
reduction of three states since 1938, just prior 
to the period covered by the legislation re- 
ported in this bulletin. 

Severance taxes contributed to school sup- 
port indirectly thru general funds in nine 
states in 1943. 

Seven states passed laws relating to sever- 
ance taxes which directly or indirectly affected 
school revenues in the years 1939 thru 1943. 
Rates were newly imposed by Louisiana, 
Michigan, and Tennessee, and rates were in- 
creased by Louisiana, Minnesota, and Texas. 
A tax on the mining of cinnabar ore and other 
ores, earmarked in part for schools, was re- 
pealed in Texas. 

Proceeds of severance taxes formerly ear- 


® Citatiuns to laws will be found on page 115. 


marked for school purposes in Idaho and Mon 
tana were diverted to state genera! funds. 

No additional state earmarked 
taxes for schools in the years 1939-1943. 


severance 


Legislation by States 


Idaho. Proceeds of the mine production tax 
which had been earmarked for the state public 
school income fund were diverted to the state gen 
eral fund in 1939.7 An amendment passed in 1941° 
provided that the taxable value of ores mined 
should equal the gross receipts from mining opera 
tions less the deductions allowed corporations under 
the state income tax law. 

Louisiana. Laws passed in 1940 affecting the 
severance of natural resources extended application 
of the tax to pulpwood at 6 cents per cord; raised 
the rates on distillate, condensate: except natural 
and casinghead gasoline, to range from 6 to 1! 
cents, instead of 4 to 11 cents per barre! as under 
the former law; taxed natural or casinghead gaso 
line at 1 cent per barrel; reduced the rate on sulfur 
from $2 to $1.03 per long ton;* amended the con 
stitution so as to limit to $190,000 in any one year 
the 1/3 allocation of severance taxes on sulfur and 
to $200,000 the aggregate allocation of al! severance 
taxes to any one parish for school purposes in any 
one year. Formerly up to $300,000 of severance tax 
receipts could be returned to an individual! parish.’ 

Michigan. A tax of % cent per barre! on all 
oil produced and sold in the state was imposed by 
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a 1939 act.® Proceeds go to the state general fund 
which is a principal source of state school revenue 
in Michigan. 

Minnesota. Rates of iron ore occupational and 
royalty taxes were increased from 8 percent to 9 
percent in 1939 for the years 1939 and 1940, and to 
10% percent in 1941 for the years 1941 and 1942.° 
The 10% percent rate was continued thru 1944 by 
a 1943 law with the provision that it revert to 9 
percent for the year 1945 and thereafter.’ Forty 
percent of the proceeds of iron ore occupational 
taxes and royalties on ore mined on school lands is 
added to the principal of the permanent school fund. 

Montana. Taxes on the output of inmetalliferous 
mines and the gross value of oil and other mineral 
production were diverted to the state general fund 
in 1941." Half of the proceeds of each of these 
taxes was formerly earmarked for the public-school 
general fund. The state general fund in which these 
taxes are now placed has been the main source of 
state school revenue since 1941. 

Tennessee. Proceeds of a new tax on owners 
of oil and gas wells at 5 cents on each 50-gallon 


barrel of crude oil produced and 5 percent of the 
sale price of gasoline were credited to the state 
general fund by act of 1943. A large part of state 
revenues for the support of schools in Tennessee is 
derived from the state general fund.’ 

Texas. Rates of taxes on the severance of min- 
eral products, which contribute a part of their pro- 
ceeds to the available school fund, were increased 
in 1941; on natural gas from 3 percent to 5 percent 
of the value of production; on oil from 234 cents 
to 4% cents per barrel produced or 4% percent of 
market value if value is more than $1 per barrel; 
on sulfur from $1.03 to $1.272 per long ton pro- 
duced. The rate on carbon black valued at more 
than 4 cents per pound was increased from 4.1 per- 
cent to 5.2 percent of the value of production.” 
The state available school fund receives one-half 
of the tax on oil, 55 cents of the tax on sulfur, and 
one-fourth of the tax on carbon black. 
of the law taxing marble cinnabar ore and other 
ores and earmarking one-fourth of the revenues 
for the available school fund were repealed in 
1943." 


Provisions 


Citations to Laws 


Idaho 
1 Session Laws, 1939, Ch. 73. 
2 Session Laws, 1941, Ch. 106. 


Louisiana - 

3 Acts, 1940, No. 145. 

* Acts, 1940, Nos. 392, 299. 
Michigan 

5 Public ActS, 1939, No. 61. 


Minnesota 

® Laws, 1939, Chs. 355, 356. 

™ Laws, 1943, Chs. 589, 590. 
Montana 

§ Session Laws, 1941, Ch. 14. 
Tennessee 

® Public Acts, 1943, Ch. 64. 
Texas 

© Jaws, 1941, Ch. 184. 

11 Laws, 1943, Ch. 200. 


X. Chain-Store Taxes" 


Twenty-four states levied special taxes on 
the privilege of operating chains of stores, 
prior to 1939. The only change that occurred 
in the list of these states during the five years 
1939-1943 was caused by the dropping of 
Pennsylvania. The Pennsylvania law, pro- 
ceeds of which were earmarked for schools, was 
held invalid in 1936." Utah attempted to 
tax chain stores in 1941, but the law which 
embodied the chain-store tax proposal was sub- 
jected to referendum and defeated at the polls 
in the general election of 1942. 

Only eight states in addition to Utah passed 
chain-store tax legislation in any degree af- 
fecting the public schools, during the years 
1939-1943. Three of these states replaced rates 
based on gross receipts from sales with a 
schedule of license fees graduated upward in 
accordance with the number of stores included 
in the chain. These were the last states to 


* Citations to laws will be found on page 116. 
> American Stores Co. v. Boardman, Pennsylvania Supreme Court, June 19, 1939. 


abandon the gross receipts or gross income 
basis of taxing chain stores, altho three states 
still make use of other types of chain-store 
taxes in lieu of or in addition to graduated 
license fees based on the number of stores. 
One state increased and two states modified 
the schedule of license fees imposed. One state 
exempted gasoline filling stations from chain- 
store taxation. 

Chain-store tax proceeds were diverted, 
from school funds in two states and from relief 
funds in one state, to general funds from which 
the schools of those states received appropria- 
tions. The number of states in which chain- 
store taxes contribute directly to public-school 
revenues was thus reduced by two, but the 
number of states in which chain-store taxes 
are merged with general revenues, from which 
the schools receive state aid, was-increased by 
three. At the end of 1943 chain-store taxes con- 


[115] 





tributed directly to public-school support in 
five states, indirectly in fourteen states, and 
not at all in four states. 


Legislation by States 


Florida. A law which taxei chain stores at 
graduated rates on gross receipts from retail sales 
was repealed and new chain-store license and in- 
ventory taxes were enacted in its stead in 1941. 
Rates of license taxes vary from $10 on the first 
store to $400 on each store in a chain of more than 
fifty stores. Inventory tax rates apply to the value 
of the inventory in the store on the last day of the 
fiscal year plus that part of the merchandise in the 
warehouse of the licensee, which is designated for 
stores within the state of Florida. Rates vary from 
$10 to $400, depending on the number of stores, on 
the first $1000 of inventory in excess of a $1000 
exemption, with an added $10 for each additional 
$1000 of inventory. The first $600,000 of chain- 
store tax receipts is earmarked for county-school 
funds.’ 

Idaho. Chain-store tax receipts formerly placed 
in the public-school income fund were diverted to 
general revenues in 1939. A law of 1941 required 
a minimum fee of $2 from every retail and whole- 
sale store to be paid when the chain-store tax is 
paid.* 

Kentucky. A new chain-store tax law enacted 
in 1940 replaced a former law held invalid by 
court decision in 1939. Rates range from $25 each 
on the first five stores to $200 each on stores in a 
chain of more than 250. Proceeds are placed in the 


state general fund which is the source of state school 
appropriations.‘ 

Mississippi. A chain-store tax was repealed 
and replaced in 1940 by a new tax with a modified 
schedule of license fees graduated according to the 
number of stores in the chain.* Proceeds go to the 


state general fund from which Mississippi schools 
receive appropriations. 

Montana. A new chain-store tax law in 1939 
replaced the 1937 act declared invalid because ot 
technical defects in the initiative ballot. Provisions 
of the 1939 law are little changed from those of 
the former law. All proceeds are placed in t! 
state general fund which is the chief source of stat: 
school aid in Montana, A former chain-store tax 
act which again became operative prior to 1939, 
after the invalidation of the 1937 act, had ear 
marked one-half of its revenue for the state public 
school general fund. Wholesale stores were mac: 
taxable as individual units under the 1939 act 
and charged a fee of $37.50.° 

North Car lina. Annual license taxes on chai 
stores were increased in 1939 to range from $65 
on each store in a chain of two to five stores to 
$250 on each store in excess of 200. The forme: 
schedule ranged from $50 on a chain of two to 
five stores to $225 on each store in excess of 20 
Chain-store and other license taxes are placed in 
the state general fund from which revenues ar: 
drawn for the support of the public schools. 

South Dakota. Proceeds of chain-store licenses, 
formerly used for relief, were diverted by a 1941 
act to the state general fund from which South 
Dakota schools receive appropriations. The sched- 
ule of license fees was revised in 1939 to range 
from $1 for one store to $150 on each store in a 
chain of more than fifty.° 

Texas. Gasoline filling stations, 75 percent of 
whose business consisted of selling, storing, and 
distributing petroleum products, were exempted 
from the chain-store tax under a law of 1941." 
One-fourth of the revenue from chain-store taxes 
goes to the available school fund. 

Utah. An act of 1941 which would have levied 
license taxes on chain stores beginning with May 
13, 1941, was subjected to referendum and defeated 
at the polls, November 3, 1942." 


Citations to Laws 


Florida 

' General Laws, 1941, Ch. 20977. 
Idaho 

® Session Laws, 1939, Ch. 173, 

8 Session Laws, 1941, Ch. 110. 
Kentucky 

* Acts, 1940, Ch. 174. 
Mississippi 

5 Laws, 1940, Ch. 121, 
Montana 

® Laws, 1939, Ch. 163. 


North Carolina 
7 Session Laws, 1939, Ch. 188, sec. 16244. 


South Dakota 
8 Session Laws, 1941, Ch. 341. 
® Session Laws, 1939, Ch. 273. 


Texas 
10 Laws, 1941, Ch. 184, Art. XTX, 


Utah 
11 Laws, 1941, Ch. 87. 





XI. Miscellaneous License Taxes “* 


A large volume of legislation pertaining to 
license fees charged for the privilege of engag- 
ing in numerous businesses and occupations 
was enacted in the years 1939-1943. To report 
all such legislation in the present bulletin 
would not be feasible but action taken in 
seven states, which was of some importance to 
school revenues, is cited below. 

In general, it is probably fair to say that 
there was a tendency to raise taxes on those 
types of businesses that have profited from war 
conditions and the era of free and easy spend- 
ing and a tendency to reduce the rates on 
businesses and occupations that have suffered 
from rationing, priority orders, and other war- 
time restrictions. Undoubtedly the need to 
exercise additional control and regulation has 
been a consideration in some cases where rates 
were raised. The disappearance of many busi- 
ness units of types which are affected by 
economic and manpower conditions was prob- 
ably a factor in the repeal of some specific 
license charges. 

The legislation reported in the following 
paragraphs affected school revenues directly 
in six states, indirectly in one state. 


Legislation by States 


Alabama. An act of 1943 extended to disabled 
veterans of the present war the exemption from 
business and occupation license taxes already al- 
lowed to veterans of other wars.’ Proceeds of most 
business and occupation license taxes are ear- 
marked for the special educational trust fund. 

Arkansas. A 1939 amendment raised the annual 
tax on owners of coin-operated vending machines 
from $2.50 to $5 for each machine in cases where 
the required coin is less than 5 cents. The require- 
ment for taxing each slot in a machine as a sepa- 
rate machine was repealed.? Proceeds of licenses 
on coin-operated vending machines are credited to 
the school equalizing fund. The same act of 1939 
earmarked the first $30,000 of the proceeds of a 
tax on amusement games, at the rate of $5 for each 
machine, for the schools equalizing fund. An act 
of 1941 earmarked one-fourth of a $50 annual 
license fee required of itinerant merchants for the 
common school fund.* 

New Mexico. A tax on itinerant amusements 
levied in 1941 varies from $50 for the first day and 
an additional $25 for each day thereafter to $150 
and an additional $125 for each day thereafter, de- 
pending upon whether the admission charge is 
greater or less than 50 cents. The law assigned 90 


* Citations to laws will be found on page 118. 


percent of the proceeds to the public-school equal- 
ization fund.‘ 

North Carolina. The annual license fee re- 
quired of insurance rate-making companies was 
reduced from $350 to $200 in 1941," and the section 
of the law which imposed an occupational license 
tax of $1000 on operators of many types of coin- 
slot and vending machines was repealed in 1941, 
Revised charges of $100 annually from operators 
of music, cigarette, and soft drink machines and $25 
annually from operators of food and merchandise 
vending machines and weighing machines were 
required. Additional taxes were also levied on each 
machine operated, as follows: music machines $10 
(unchanged); cigarette machines $5 (new); soft 
drink vending machines $15 (reduced from $30) ; 
weighing machines $15 (new); food or merchan- 
dise vending machines 50 cents to $1 (new).® Penny 
self-service machines which contribute 20 percent 
or more of their revenue for work with the visually 
handicapped were exempted in 1943.° License taxes 
on moving picture shows were increased in 1943 
and graduated according to seating capacity of the 
theater as well as according to the size of town in 
which the theater is located.’ Most license and oc- 
cupation taxes are placed in the state general fund 
from which the public schools of North Carolina 
derive their support. 

South Dakota. Fees paid for the operation of 
vending machines were placed in the general fund 
by a 1941 act. Formerly 95 percent of the amount of 
fees collected was returned to the counties to pro- 
vide for mothers’ pensions.® 

Texas. Schedules of occupation taxes, one-fourth 
of the proceeds of which is earmarked for the 
available school fund, were revised with respect to 
various occupations in 1943. Reductions were made 
in annual fees required of brokers (from $25 to 
$10), insurance adjusters (from $50 to $10). Fees 
charged insurance special agents, lightning rod 
salesmen, merchandise and commission agents, and 
ice. dealers were repealed. The tax on shooting 
galleries was cut in half (from $30 to $15). The 
annual tax on bowling alleys was changed from 
$100 to $10 for each track or alley up to a total 
of $100.° 

West Virginia. The license tax law was re- 
pealed and rewritten with numerous changes in 
1939. Among the changes were the following: In- 
creased fees were required of operators of hotels 
maintained for transients, eating places (including 
lunch wagons), collection agencies, nonresident and 
itinerant junk dealers, various amusement devices 
(raised to equal the fee charged for merry-go- 
rounds); reduction was made in fees required of 
operators of bowling alleys, billiard tables, baga- 
telle tables, skating rinks, fortune tellers, and 
sellers of merchants’ trading stamps; the annual 
fee charged for the operation of showboats was 
left unchanged but fees charged for operation 
during three-month and six-month periods were 
reduced to be proportional to the annual rate. The 
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license fee required of opetators of circuses and 
carnivals was made measurable by the number of 
cars or motor trucks required to carry the equip- 
ment rather than by the size of the city in which 
performances were held; fees charged for theatrical 
performances inside a city were made to apply to 
performances held outside the city within 1 mile 
of the city limits; entertainments and performances 
given by educational societies were exempted from 


Citations 


Alabama 

1 Acts, 1943, p. 562. 
Arkansas 

2 Acts, 1939, No. 201. 

* Acts, 1941, No. 138. 
New Mexico 

* Laws, 1941, Ch. 167. 
North Cagolina 

® Session Laws, 1941, Ch. SO. 


musica] 
“4 A law 
passed in 1941 added entertainments given by vol 


tax as well as those given by dramatic, 
and benevolent societies, already exempt 


unteer fire companies to the list of those exempt 
from license taxes.“ Most fees collected under the 
license tax law are earmarked for the state general 
school fund, to be used subject to legislative appro 
priation. 


to Laws 


* Session Laws, 1943, Ch. 101. 

7 Session Laws, 1943, Ch. 400. 
South Dakota 

® Session Laws, 1941, Ch. 353. 
Texas 

® Acts, 1943, Ch. 372. 
West Virginia 

® Acts, 1939, Ch. 119. 

3 Acts, 1941, Ch. 118. 


XII. Corporation Taxes * 


Legislation of fifteen states relating to cor- 
poration taxes (types other than those dis- 
cussed in earlier parts of this bulletin) is re- 
ported in this section. Such legislation, in the 
years 1939-1943, affected school revenues di- 
rectly in only six states. In other states, how- 
ever, legislation affecting the taxation of cor- 
porations played an important part in determin- 
ing the amount of receipts in state general 
funds from which the schools receive financial 
aid. 

Nine of the fifteen states amended their laws 
taxing gross receipts of public utilities in the 
years between 1939 and 1943. In five states 
proceeds of these taxes contributed directly to 
the support of public schools. Wisconsin levied 
a new tax on gross receipts of rural electric 
cooperatives. Mississippi, Rhode Island, and 
Texas increased rates of gross receipts taxes 
and New York and Pennsylvania continued 
emergency rates. Alabama, Ohio, and New 
York reviced exemptions and the latter state 
extended the application of the tax. Montana 
diverted proceeds of a tax on telephone and 
telegraph companies from school to general 
funds, while Pennsylvania diverted to the 
state general fund tax proceeds formerly ear- 
marked for relief. Michigan specifically ex- 
empted proceeds earmarked for schools from 
the effects of a law which provided for the 
transfer of revenues in special state funds to 
the state general fund. Public utilitv taxes 
levied on bases other than gross receipts and 
contributing indirectly to schools thru state 


* Citations to laws will be found on pages 120-21. 


general funds were also amended in five states. 

Corporation franchise taxes measured by the 
value of capital stock were amended in nine 
states. Delaware diverted proceeds of its tax 
from the state school fund to the general fund 
and exempted from payment of taxes due and 
unpaid, prior to Pearl Harbor, those corpora- 
tions whose assets were located in foreign 
countries. Five states amended 
franchise and capital stock tax laws which con- 
tributed to schools thru general revenues. 
Rates were increased in two states; two states 
revised exemptions; and one state revised the 
formula for the interstate allocation of the tax. 

Texas raised the rate of a tax on gross 
premiums of insurance companies, which was 
earmarked in part for schools. Michigan spe- 
cifically exempted proceeds of a tax on insur- 
ance premiums earmarked for schools from the 
effects of a law diverting moneve in special 
state funds to the state general fund. South 
Dakota enacted a new law taxing insurance 
gross premiums and credited the proceeds to 
the state general fund from which schools 
receive aid. Other state laws taxing insurance 
premiums, which contributed indirectly to 
school support, were amended by (1) further 
restriction of the application of the tax, (2) 
revision of the deduction for reinsurance, and 
(3) insertion of a retaliatory clause in the law. 


corporation 


Legislation by States 


Alabama. An act of 1943 eliminated the $150,- 
900 exemption from the 2% percent privilege tax 
on the gross receipts from intrastate business of 
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railroads. The exemption allowed street railways 
and small independently owned railroads was also 
repealed.” Proceeds of the gross receipts tax are 
earmarked for the Alabama special educational 
trust fund. 

Delaware. A law passed in 1939, effective July 
1, 1941, diverted earmarked taxes, including cor- 
poration franchise taxes, not specifically allocated 
by the state constitution, to a single general fund 
which is the source of school and other state appro- 
priations.* Until 1941, the corporation franchise tax, 
measured by the number: of shares of stock, was 
earmarked for the state current school fund. Other 
laws of 1939 diverted $570,802 from corporation 
franchise and personal income taxes in the state 
current school fund for higher educational institu- 
tions and other state purposes;* and authorized 
borrowing up to $200,000 from the state current 
school fund.* Savings banks with no outstanding 
capital stock and having surplus, undivided profits, 
interest, and reserves in excess of 10 percent of 
average deposits were made taxable in 1943 at 2 
percent of surplus, undivided profits, interest, and 
reserves ingtead of 2 percent of average deposits.® 
Corporations whose assets are located in enemy ter- 
ritory were relieved of the obligation of paying 
franchise taxes assessed and unpaid prior to as well 
as since December 7, 1941.* 

Kentucky. Assessment of the rolling stock of 
private car companies was reserved to the state 
by a 1942 law. Hitherto both operating and non- 
operating tangible property was taxed locally as 
in the case of other public utilities.’ The formula 
for the interstate allocation of the franchise tax 
on railway and certain other public service com- 
panies was also revised in 1942." Another provision 
of the 1942 law limited to stock companies the 2 
percent tax on premiums received and losses paid 
by insurance companies, other than life. The tax 
on mutual companies was also revised. 

Maryland. Rates on life insurance companies 
were changed in 1941 from 1% percent on all gross 
premiums to I percent on annuity premiums and 2 
percent on other premiums. Proceeds of these taxes 
go to the general fund of the state which is the sole 
source of state school appropriations.” 

Michigan. A law of 1941, which diverted tax 
revenues in many special funds to the state general 
fund, specifically exempted taxes contributing to 
the primary-school interest fund, including corpo- 
rate organization fees and taxes on railroads, and 
telephone, telegraph, car-loaning, express, and in- 
surance companies.” Proceeds of these taxes are 
used first, to pay the interest on the primary-school 
interest fund; next, for the retirement of the state 
debt; and the balance is added to the principal of 
the primary-school interest fund. 

Mississippi. Public utility taxes were increased 
in 1940: on telegraph companies from $3.50 to $4 
per mile of pole line or conduit; on express com- 
panies from $4 to $5 per truck mile operated; on 
pipe line companies from a range of $10 to $15 
to a range of $15 to $75, according to the number 
of miles of pipe lines.” The rate of the corporation 
franchise tax was increased from $1 to $1.50 on 


each $1000 of capital stock.” A retaliatory clause 
added to the insurance tax law in 1942 required 
foreign insurance companies to pay any difference 
between the Mississippi tax and the tax imposed 
by their home states upon Mississippi insurance 
companies.” 

Missouri. The laws passed in 1943 (1) exempted 
from franchise taxes until the end of the calendar 
year those corporations locating in the state after 
March 20;“ (2)- prohibited the retirement from 
business in the state of any corporation until its 
corporation franchise tax has been paid.” The cor- 
poration franchise tax contributes to revenues in 
the state general fund from which the public schools 
receive appropriations. 

Montana. Provisions which placed one-half of 
collections from telephone and telegraph license 
taxes in the state public-school general fund were 
repealed in 1941. All proceeds of these taxes were 
credited to the state general fund from which the 
public schools receive aid.” 

New York. Laws of 1939, 1940, 1941, 1942, and 
1943 continued for one year at a time, to March 31, 
1944, the additional emergency 2 percent tax on the 
gross income of public utilities.” Proceeds of this 
tax in excess of an appropriation for administra- 
tive expenses are placed in the state general fund 
from which the schools receive appropriations, The 
scope of the law was extended in 1941 to apply 
to corporations whose public utility business is only 
incidental.“ An exemption of $500 of annual gross 
income was allowed in 1942.” Corporations whose 
entire capital stock is owned by municipal corpora- 
tions were exempted from all state and loca! taxa- 
tion by a law passed in 1941.” A law of 1942 ex- 
tended for ten years the exemption from taxes on 
capital stock, franchise, and earnings of domestic 
corporations engaged in ocean commerce.” 

North Carolina. A 1939 amendment reduced 
the franchise tax on railroads from .99 percent to 
.75 percent of the value of tangible and intangible 
property.” Procedures for determining the amount 
of a corporation and its interstate apportionment of 
capital stock for purposes of the corporation fran- 
chise tax were revised in 1941." Corporation taxes 
make an important contribution to the state general 
fund from which the North Carolina public-school 
system derives its support. 

Ohio. A tax of 2% percent on premiums of 
foreign insurance companies was made to apply in 
1939 to amounts received only, rather than to 
amounts both paid and received for reinsurance, 
as hitherto. Proceeds of the 2% percent tax are 
placed in the state general fund which has been the 
chief source of state school moneys, since 1939. A 
1941 law exempted from the 2.35 percent tax on 
gross receipts of public utilities those receipts upon 
which an admissions tax had already been paid.™ 

Oklahoma. Proceeds of a corporation license 
tax of $1 on the $1000 of capital stock were as- 
signed to the state general fund from which the 
schools receive appropriations, in 1939.” The rate 
was raised to $1.25 on the $1000 of capital stock in 
1941.” 

Pennsylvania. The emergency 8-mill rate first 
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levied in 1936 on shares of stock of banks and 
savings institutions, and title insurance and trust 
companies was continued by act of 1939 to Decem- 
ber 31, 1940; the rate to be reduced to 4 mills on 
banks and § mills on title insurance and trust com- 
panies thereafter.” Laws of 1941 and 1943 further 
continued the 8-mill rate to December 31, 1942.” 
Proceeds of the 8-mill tax, in excess of administra~ 
tive expenses, are placed in the state general fund 
which is the source of state school appropriations. 
The 20-mill rate of the tax on gross receipts of 
public utilities was also continued by laws of 1939 
and 1940 to December 31, 1940, and December 31, 
1942, respectively. Formerly, the first $2,000,000 col- 
lected from this tax was earmarked for unemploy- 
ment relief. All proceeds now go to the state general 
fund.” The 20-mill rate was reduced to 14 mills 
in 1943 with the provision that it be further reduced 
to 8 mills beginning with January 1, 1945. 

Rhode Island. Taxes were increased in 1939 
on the gross receipts of electric light, heat, and 
power companies from 1 percent to 1% percent; 
and on the gross receipts of cable, telegraph, and 
telephone companies from 2 percent to 3 percent.™ 
Rates were further increased in 1942: on common 
carrier, gas, water, and toll bridge companies from 
1 percent to 1% percent; on electric light, heat, and 
power companies from 1% percent to 2 percent; on 
express and telegraph companies from 3 percent to 
4 percent; on cable and telephone companies from 
3 percent to 6 percent.” 

South Dakota. Insurance companies were taxed 
by a 1939 law at 1% percent of their gross receipts 
from annuity contracts with residents of South Da- 
kota.” Proceeds are placed in the state general fund 
from which the schools receive legislative appro- 
priations. 

Texas. The rate of the tax on gross premiums 
of insurance companies, other than life, was §in- 
creased from 2.6 percent to 3.25 percent in 1939," 
and to 4.05 percent in 1941." The rate was aiso 
raised in 1941 on telephone companies operating in 
incorporated cities and towns with a population of 
10,000 or more, from 2 percent to 2.275 percent of 
their gross receipts.” One-fourth of the revenue 
from taxes on insurance companies and public utili- 
ties is payable to the available school fund. 


Citations 


Alabama 

1 Acts, 1943, p. 487. 
Delaware 

* Vol. 42, Delaware Laws, 

®* Vol. 42, Delaware Laws, 

* Vol. 42, Delaware Laws, 

5 Vol. 44, Delaware Laws, 

* Vol. 44, Delaware Laws, 
Kentucky 

7 Acts, 1942, Ch. 80. 

8 Acts, 1942, Ch. 164, 
Maryland 

® Laws, 1941, Ch. 102. 
Michigan 

” Public Acts, 1941, No. 258. 
Mississippi 

© Laws, 1940, Ch. 120, 

% Laws, 1940, Ch. 115. 

% Laws, 1942, Ch. 271. 


1939, Ch. 77. 
1939, Ch. 56. 
1939, Ch. $4. 
1943, Ch. 128. 
1943, Ch. 3. 


Utah. The rate of the tax on premiums of in- 
surance companies was raised from 1% percent to 
2% percent in 1939." An act of 1943 exempted ocean 
marine insurance from the 2% percent 
imposed a new rate of 5 percent on the underwriting 
profit from ocean marine insurance written within 
the state. All proceeds of taxes on insurance com 
panies, except 25 percent of taxes on fire companies, 
go to the state general fund from which schools 
receive appropriations.” 

Washington. An amendment to the 
and occupation tax required common carrier rail- 
roads, operating as plant facilities to the extent of 
80 percent of their business, to pay a tax of 4 pe: 
cent of their gross receipts from that part of thei: 
business so operating, and 3 percent on al! othe: 
business.” The percent of revenues from the busi 
ness and occupation tax law which was assigned 
to the state current school fund was raised 
49 percent to 52.25 percent in 1939; reduced to 35.63 
percent in 1941; and raised to 38.25 percent in 
1943." 

West Virginia. The basis of measuring the 4 
percent tax on income from railroad properties, 
levied as part of the privilege tax on interstate 
carrier corporations, was changed from car-miles 
to ton-miles in 1943.42 The net balance of taxes due 
from carrier corporations was reduced by 10 per- 
cent, beginning with July 1, 1943.% Proceeds of the 
privilege tax on carrier corporations are placed 
in the state general fund from which the schools 
receive legislative appropriations. 

Wisconsin. A tax of 3 percent was levied on the 
gross receipts of electric cooperative associations in 
1939. Proceeds were directed to be distributed as 
follows: 3 percent for expenses of administering the 
act; 15 percent to counties in proportion to miles of 
lines in each owned by electric cooperatives; and 
the remainder to the local taxing districts on the 
same basis. Villages and cities must use their re- 
ceipts from this source for high-school! purposes if 
they maintain a high school, otherwise for elemen- 
tary-school purposes. Amounts paid to towns must 
be used, 50 percent for the general fund, and 50 
percent for the payment of high-school tuition.“ 


rate but 


business 


from 


to Laws 


Missouri 
4 Laws, 
% Laws, 
Montana 
8 Laws, 
New York 
Laws, 1939, Ch. 565; Laws, 1940, Ch. 131; Lows, 1941, 
Ch. 137; Laws, 1942, Ch. 168; Laws, 1943, Ch. 120. 
8 Laws, 1941, Ch. 137. 
® Laws, 1942, Ch. 780. 
* Laws, 1941, Ch. 787. 
™ Laws, 1942, Ch. 878. 
North Carolina 
= Session Laws, 1939, Ch. 158. 
% Session Laws, 1941, Ch. 50. 
Ohio 
% Laws, 1939, p. 82. 
*® Laws, 1941, p. 113. 


1943, p. 406-408. 
1943, p. 409-10, 


1941, Ch. 14. 
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Oklahoma 
28 Session Laws, 1939, Ch. 66. 
2 Session Laws, 1941, p. 113. 


Pennsylvania 

2 Acts, 1939, Pamphlet Laws, Nos. 40, 42. 

2” Acts, 1941, Pamphlet Laws, Nos. 38, 146. 

8 Acts, 1939, Pamphlet Laws, No. 41; Acts, 
phlet Laws, No. 37. 

81 Acts, 1943, Pamphlet Laws, No. 156. 


Rhode Island 
8 Acts and Resolves, 1939, Ch. 665 
% Acts and Resolves, 1942, Ch. 1212, Art. VI, sec. 2. 


South Dakota 
% Session Laws, 1939, Ch. 275. 


1941, Pam- 


Texas 

% Acts, 1939, p. 638 

8 Acts, 1941, Ch. 184, Art, XVIII 

St Acts, 1941, Ch. 184, Art. IV 
Utah 

38 Laws, 1939, Ch. 55. 

® Laws, 1943, Ch. 54 
Washington 

# Laws, 1939, Ch. 123 

“1 Laws, 1939, Ch. 22 
Ch. 156. 
West Virginia 

#2 Acts, 1943, Ch 

# Acts, 1943, Ch 
Wisconsin 

4 Laws, 1939, Ch 


5; Laws, 1941, Ch. 178; Lews, 1943, 


XIII. Property Taxes * 


Thirty states passed property tax legislation 
directly or indirectly affecting school revenues 
in the years 1939-1943. In four states the 
legislation applied to taxes on intangible prop- 
erty only. 

Fifteen states levy no state taxes on general 
property. This number has been increased by 
three since 1939: two states abolished general 
property taxes contributing directly to school 
support; the third tax abolished was used for 
noneducational purposes. 

Additional rates for specific educational 
purposes were levied in two states and author- 
ized in a third state. In still another state a 
proposal to levy a tax for state high-school 
aid was defeated at the polls. Two states in- 
creased the rates of property taxes levied di- 
rectly for educational purposes and one state 
proposed a constitutional amendment to be 
voted on in November 1944 which would levy 
a tax specifically for the creation of a school 
equalization fund. In two states the rates of 
property ‘taxes which contribute to schools in- 
directly thru state general funds were also 
increased. Three states repealed provisions 
requiring the transfer of surplus funds in 
school funds to property tax reduction funds, 
but another state repealed a provision for the 
transfer to the state school fund of funds in 
excess of amounts needed for homestead tax 
exemption reimbursements. 

No new homestead tax exemption laws 
were passed between 1939 and 1943, but three 
states revised homestead tax exemption laws 
already on the statute books. 

The bulk of the legislation passed during 
the early part of the 1939-1943 period fol- 
lowed the pattern of that enacted during the 
preceding five-year period. Much of it was 


* Citations to laws will be found on pages 124-25. 


aimed at the broadening of exemptions and 
the easement of collections by reducing or 
waiving interest charges and penalties, extend- 
ing the time allowed for making tax payments, 
and liberalizing the regulations relating to 
the redemption of property from tax sales. 
At least ten states took action along these 
lines. 

During the latter part of the period prop- 
erty tax legislation tended more toward the 
easement of the tax burden 
military service (six states) and the improve- 
ment of assessment and collection machinery 
(four states). Two states adopted new com- 
prehensive assessment laws. 

Taxation of lands held by the federal gov- 
ernment or its agencies was also a matter of 
concern. Three states provided for the taxa- 
tion of such property and two states for its 
exemption, in each case subject to certain re- 
strictions and conditions. 

Two states revised laws taxing intangible 
property. 

State property taxes produced $258,000,000 
of revenue in 1943, as compared with $244,- 
000,000 five years earlier in 1938, and $271,- 
000,000 one year earlier in 1942. The yield 
for 1943 was lower than for any year since 
1938. The percent of total state tax collections 
represented by general property taxes in 1943 
was 3.2 and by special property taxes 1.9, or a 
combined total of 5.1 percent. Property taxes 
produced slightly less than 7 percent of total 
state revenues in 1938. 


on persons in 


Legislation by States 


Alabama. The law which required transfer of 
the surplus in the special educational trust fund to 
the property tax relief fund to be used in reducing 
state ad valorem taxes was repealed in 1943.’ An- 
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other law of 1943 exempted from property taxation 
stocks of motor vehicles frozen in dealers hands by 
order of the federal government.’ 

Arizona. An initiative measure passed by the 
voters in November 1940 raised the amount of the 
state school apportionment to be provided for by 
the state tax levy and general fund appropriation 
from $25 for each pupil in average daily attendance 
to $65 per common-school pupil and $95 per high- 
school pupil in average daily attendance.’ Real 
property of banks was made taxable after January 
1, 1944, as other real property is taxed in the state.‘ 
Property of members of combat forces was ex- 
empted from tax sale for the duration of the war 
and one year after its termination.’ Other laws 
exempted up to $500 of state, county, or school dis- 
trict taxes which were delinquent on October 1, 1940, 
from interest charges if all such taxes were paid 
on or before the first Monday in December 1941;° 
reduced from 15 percent to 10 percent the minimum 
rate of interest that could be paid to purchasers of 
property sold for taxes;’ and put into effect a new 
Personal Property Tax Act of 1943, prescribing 
duties of county assessors, regulating tax collections 
and holding of tax sales, and prescribing procedure 
for appeals." 

Arkansas. Provision for 


reducing the state 


property tax rate in proportion to the amount of 
retail sales tax receipts in the property tax reduc- 
tion fund was eliminated in 1941 when the fund 
was abolished. Three mills of the total state prop- 
erty levy are earmarked for schools.® 

Florida. The part of the floor space of property 
owned and occupied by tax-exempt educational, 


charitable, scientific, and other nonprofit organiza- 
tions which might be rented, provided the rents 
were used for nonprofit purposes, was increased 
from 50 to 75 percent in 1939.” A constitutional 
1-mill tax for schools and a statutory }4-mill levy 
for school textbooks were abolished by a constitu- 
tional amendment adopted in 1939, which prohibited 
any ad valorem levies for state purposes after 
July 1, 1941." 

Georgia. Actual places of residence of ministers 
of the gospel, owned by the church, and for which 
no rent is collected, were classified as “homesteads” 
for tax exemption purposes, in 1939." A law passed 
in 1939 provided that exemptions claimed for home- 
steads occupied by joint owners should be divided 
among the owners in proportion to the interest of 
each.” Permanent residences of servicemen, even 
tho not occupied by the owners or their families, 
were classified as homesteads by a 1943 law.” Per- 
mission was given in 1939 to levy state and local 
taxes on the property of corporations and agencies 
of the United States government engaged in pro- 
prietary activities.” In case any such corporations 
were exempt from ad valorem taxes, another 1939 
law authorized the state, counties, municipalities, 
school districts, and other taxing units to levy occu- 
pation taxes in amounts not to exceed those which 
they would have realized from ad valorem taxa- 


tion.” Taxes were levied beginning with 1942, at — 


the rate of 50 cents per $1000 on the fair market 
value of brokers’ loans, and at $1 per $1000 on the 


fair market value of stocks of foreign and foreign 
domesticated corporations, except doinesticated cor- 
porations that pay income or capital stock taxes to 
the state of Georgia.” The state, counties, and po- 
litical subdivisions were authorized by a 1943 law 
to levy property taxes for the purpose of paying 
pensions and other benefits under a teacher retire- 
ment system.” 


Idaho. The interest rate on delinquent tax pay- 
ments was reduced from 10 percent to 8 percent 
in 1939.” The same law extended the time allowed 
for paying delinquent taxes to the fourth Monday 
in December 1939 for taxes for the years 1932-1935 
inclusive, and to four years from date of delin- 
quency for taxes due for the years 1936 to 1938. 
Other laws of 1939 required the state ad valorem 
tax payable by each county to be itemized ac- 
cording to purposes for which it was levied, includ- 
ing the levy for the public-school income fund.” 
This requirement was repealed in 1941.” Lines of 
rural electrification associations, formerly exempt, 
were made taxable for state, county, city, town, 
village, and school district purpeses by a 1943 law.” 
Veterans of World War II with service-connected 
disability were granted the $1000 exemption al- 
lowed veterans of earlier wars.” 

Indiana. A 1943 law exempted from state and 
local taxation up to $1000 of the property of blind 
persons, used for residential and noncommercial 
purposes.™ The state levies a state school tax o/ 
7/10 of a mill on real and personal property. 

Kentucky. Time for paying ad valorem taxes 
was extended for persons in military service by a 
1942 act until twelve months after termination of 
service or twelve months after termination of the 
present war, whichever is earlier.” 


Louisiana. Transfers to the state public-school 
fund from tax revenues in the property tax relief 
fund were abolished in 1940. The 194Q act required 
any surplus in the property tax relief fund, after 
reimbursing local governments for the full amount 
of the $2000 homestead tax exemption, to be placed 
in the general fund of the state.™ An amendment 
to the state constitution adopted by the voters in 
November 1942 exempted lines of electric coopera- 
tives from taxation for a period of twenty-five 
years.” 

Maine. Additions to the list of property tax 
exemptions, made during the 1939-1943 period, in- 
clude: property in possession of common carriers 
while in ‘interstate transportation;* municipal air- 
ports and landing fields whether located outside or 
within the limits of municipalities;” property of 
“male and female veterans” of all “federally recog- 
nized wars.”’™ A reorganization of assessment dis- 
tricts was provided for in 1939." The state collects 
a property tax of 3 1/3 mills for the state school 
fund. 

Michigan. A 1939 law taxed income from in- 
tangible property at rates ranging from 3 to 6 per- 
cent and the face or par value of nonincome-produc- 
ing intangible property at 1/10 percent.” One-third 
of the proceeds of the intangibles tax is placed in 
the state general fund. The other two-thirds is re- 
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turned to the political subdivisions on a population 
basis. 

Minnesota. Installment payments of delinquent 
taxes on property on which current taxes were paid 
were permitted by a law passed in 1941." In 1943 
an additional penalty of 2 percent was imposed on 
tax delinquencies. The interest charge on. delin- 
quencies for 1942 and subsequent years was fixed 
at 6 percent.™ A state general property tax of 1 mill 
has been levied for schools since 1860. 

Missouri. A tax of 1 cent on each $100 of as- 
sessed valuation was levied by a law of 1943 on 
all real and personal property in the state to pay 
the interest on certificates of indebtedness of the 
state to the state school fund and the state semi- 
nary fund, permanent funds of the public schools.” 

Montana. The rate of the state property levy 
for the state university was increased from 2 to 
3 mills in 1939." A referendum measure approved 
at the November 5, 1940, general election increased 
this rate to 344 mills for the years 1941" and 1943." 
The interest rate on delinquent property taxes re- 
quired of persons wishing to redeem their prop- 
erty from tax foreclosure was reduced in 1939 from 
12 percent to 8 percent.” Payment of delinquent in- 
stallments without penalty interest on certificates of 
purchase of state lands until July 1, 1943, was 
allowed by a 1943 law.” 

Nebraska. Interest to March 19, 1937, on de- 
linquent taxes was remitted by a 1939 law if the 
original tax with interest was paid prior to Decem- 
ber 31, 1939." Laws passed in 1943 levied a tem- 
porary taxeof 1/10 mill on all tangible personal 


property for each of the years 1943 to 1947 to re- 


imburse the permanent school fund for losses 
amounting to $503,929; extended from March 1 
to July 1, the time allowed for payment of delin- 
quent personal property taxes before sale of prop- 
erty for taxes;“ and provided for cancellation of 
interest on personal property taxes delinquent more 
than ten years, upon payment of principal.“ Prop- 
erty taxes furnish approximately half of the reve- 
nues in the state general fund from which Ne- 
braska schools receive relatively small appropria- 
tions, 

Nevada. The levy for the state school distribu- 
tive fund was increased from 11 cents to 13 cents 
in 1941“ and from 13 cents to 21 cents in 1943.“ 
The 1943 law also provided for an additional 5-mill 
levy for aid to rural schools and an increase in the 
university contingent fund from 9 cents to 12% 
cents on the $100. The total levy for all state pur- 
poses was increased from 58 cents to 69% cents in 
1941 and reduced again to 58 cents in 1943. Other 
laws provided for the exemption of drainage ditches 
and canals and the land included in their rights of 
way“ and. increased penalties on delinquent tax 
payments.“ The $1000 property tax exemption al- 
ready allowed to honorably discharged veterans of 
former wars was extended in 1943 to persons now 
serving in the armed forces.“ 

New Hampshire. With respect to taxes levied 
on and after April 1, 1943, a 1943 law reduced the 
interest rate on delinquencies from 10 percent to 8 
percent and interest charged for the redemption of 


real estate from 12 percent to 10 percent.” A 3%- 
mill tax is levied on property in the unorganized 
territory of the state for expenditure by the state 
board of education for the benefit of schools in that 
territory. Most property taxes in New Hampshire 
are levied and collected locally, but school districts 
pay annually into the state treasury from their 
local tax receipts an amount equal to $2 for each 
child enrolled in school. The direct state tax on 
real property of cities and towns was abolished in 
1939." . 

New Jersey. The railroad tax law was gener- 
ally revised in 1941. Under the revised law all rail- 
road property is taxed at a flat rate of 3 percent 
of assessed valuation. Provision was made for pay- 
ment in full of delinquent railroad taxes, without 
interest or penalties, over a period of years varying 
in length according te the ability to pay of the 
various roads. After retaining % percent of the 
tax on the mainstem of railroads for general state 
purposes, the state then deducts the cost of certain 
special state educational services and returns the 
balance to the counties for school purposes.” A 
property tax exemption, up to $500, was allowed by 
a 1942 law to persons in the armed services, until 
six months after the close of the war.™ 

New Mexico. An act of 1939 extended to Oc- 
tober 1, 1939, the time for paying delinquent taxes 
on property on which the tax for 1938 had been 
fully .paid.™ 

North Carolina. The intangibles tax law was 
reenacted in 1939, with rates increased from 20 
cents to 25 cents for each $100 of money on hand 
and from 40 cents to 50 cents for each $100 worth of 
securities.™ 

North Dakota. The state would levy 4 mills 
on the dollar of assessed valuation for the creation 
of a permanent state school equalization fund under 
the terms of a proposed constitutional amendment 
to be submitted to the electors in November 1944.” 

Oklahoma. A law passed in 1939 waived penal- 
ties and interest on unpaid taxes assessed against 
homesteads for 1937 and prior years; fixed dates of 
delinquency of such taxes for 1938 on July 1, 1940, 
1937 taxes on July 1, 1941, and so on, making taxes 
for latest year first due and payable; but permitted 
owner of homestead to pay taxes for any year 
without reference to any other year. The homestead 
exemption privilege was extended in 1943 to per- 
sons in the armed forces until six months after the 
close of the war. A $200 personal property exemp- 
tion was provided for veterans of World War II 
and their widows.” An act of 1939 cancelled inter- 
est and penalties on all taxes for 1937 and prior 
years, paid on or before March 20, 1939. Similar 
laws were passed in 1941 and 1943 applying to 
taxes for 1940 and prior years, and for 1942 and 
prior years.” Taxes were cancelled by 1939 legisla- 
tion on lands acquired for public purposes by state, 
city, town, county, or school district, but not on 
lands acquired by any federal or state corporation 
or authority created by statute.” The constitution 
of Oklahoma provides for a state school property 
tax, not greater than 35 cents on the $100 of as- 
sessed valuation. 
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South Dakota. A 1939 amendment to the law 
exempting homesteads from state property taxes 
stated specifically that such properties were not 
exempt from county, township, city, or school taxes. 
Provisions regulating and restricting the exemp- 
tion of homesteads were strengthened.” Proceeds 
of the state property tax, since 1939, have been 
placed in the state general fund which is now the 
source of all state school appropriations. The prop- 
erty tax law was amended in 1943 with respect to 
personal property tax delinquencies.” 

Tennessee. Property purchased at delinquent 
tax sales by state or local government was ex- 
empted from taxation by a 1943 law during the 
time that it is held for the purpose of recovering 
revenue losses.” 

Texas. Discounts were allowed by a 1939 act 
on taxes paid prior to their date of delinquency. 
An act which had allowed discounts on taxes paid 
during October, November, and December of ‘the 
year for which they were assessed was repealed.” 
An act of 1943 exempted from taxes for that year 
lands taken over thru condemnation proceedings 
and occupied by the United States government, on 
which transfer of title has not been completed.“ 

Utah. Household furnishings up to a value of 
$300 were exempted from state, local, and school 
property taxes in 1939." A series of amendments of 
1939 revised provisions relating to the collection 
and enforcement of delinquent taxes, and the re- 
demption of land from tax sales.” 

Virginia. Proceeds of life insurance policies re- 
tained by insurance companies after the death of 


the insured, at the request of the beneficiary, are 
subject to intangible property taxes, according to 
a law passed in 1940." Motor carriers operating 
within cities and towns were taxed at 20 cents per 
$100 on their money and at 50 cents per $100 on 
other intangibles by a 1940 law.” 


Washington. The law which placed an over-all 
limit of 40 mills on all state and local property tax 
rates was reenacted in 1939 and in 1941." A pro- 
posal to incorporate the 40-mill limit in the state 
constitution was passed by the legislature in 1943 
and will be referred to the voters in November 
1944.” 


West Virginia. The state property levy for 
debt service was eliminated in 1939 and limits on 
state levies for general expenses on property of 
classes I and II were reduced from 1 cent to 14 
cent on class I property, and from 1 cent to % cent 
on class II property. This made it possible to raise 
limits on levies for general expenses of counties, 
school districts, and municipalities." A new law 
was enacted in 1941 which deals with the collection 
and enforcement of property taxes. Collection of 
delinquent taxes was required prior to collection of 
current taxes.” An amendment to the tax collection 
law passed in 1943 clarified and strengthened tax 
collection procedures.” 


Wisconsin. Wisconsin levies no state tax on 
general property. A referendum measure passed by 
the legislature in 1943, which authorized a 2-mill 
levy for state high-school aid, was defeated at the 


polls in April 1944. 
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XIV. State Tax Trends and Postwar School Needs 


The next five years will see the close of the 
present war and the reconversion of industry 
to peacetime production. What will happen 
within that period to state tax revenues and 
the availability of state tax revenues for the 
financing of public schools depends upon eco- 
nomic and political forces which are to a large 
extent unpredictable. Certain characteristics, 
however, of the tax laws passed by state leg- 
iskatures in the years 1939-1943 may have 
some meaning for the future. There are also 
certain trends which continued unbroken 
thruout’all or most of the fifteen years prior 


to 1944 and should be noted. 


Characteristics of State Tax 
Legislation, 1939-1943 


There was a tendency on the part of the 
states, in the years following 1941, to retire 
from the field of state income taxation in favor 
of the federal government. Not only did two 
states repeal their income tax laws outright 
but a number of other states reduced income 
tax rates drastically. 

This tendency to relinquish to the central 
government a major source of state revenue 
was of course a temporary outgrowth of war 
conditions at a time when state revenues were 
abundant and federal financial needs were 
great. The question is whether difficulties of 
interstate fiscal relationships will not be in- 
creased as a result of such action in the post- 
war era in case state revenues as a whole do 
not hold to their present levels. The states 
will have to (1) impose new income taxes to 
replace those repealed and raise reduced in- 
come tax rates to their former levels, or (2) 
recognize the income tax as primarily a fed- 
eral tax and relegate it to a place of minor 


importance as a state tax source, relying upon 
federal aid to make up the loss in state reve- 
nue. One possibility is that the income tax 
might become a federally collected tax shared 
with the various states. 

The tendency on the part of the states to 
give right of way to the federal government 
with respect to wartime taxation, most evident 
in connection with state income tax legisla- 
tion, extended in a negative way into other 
state tax fields also. The number of state laws 
enacted to impose new taxes declined notably 
during the years 1939-1943. An exception 
was tobacco tax legislation, where ten new 
tax laws were enacted, only four of which 
contributed even indirectly to public-school 
revenues. 

There was in the years 1939-1943 an in- 
creasing tendency on the part of the states 
to aid schools thru legislative appropriations 
from general revenues rather than by specific- 
ally earmarking tax proceeds for school sup- 
port purposes. The total number of new taxes 
earmarked for education during the whole 
period was seven, while the number of taxes 
diverted from educational to general funds 
was seventeen. Theoretically, this tendency 
is in the direction of efficiency, flexibility, and 
justice. Under the “support from general 
fund plan” the adequacy of school support 
usually depends upon the social attitude of the 
state legislature year and the character of the 
state tax system as a whole. On the other 
hand, when states in financing schools “put all 
their eggs in one basket” and rely on ear- 
marked tax revenue they sometimes find them- 
selves short of funds because of a decline in 
the proceeds from the tax upon which they 
depended. 
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During the period 1939-1943, there was 
some shifting among state taxes with respect 
to their importance as producers of school 
revenues. While income and sales tax re- 
ceipts rose to the highest levels in their history, 
collections from motor fuel and alcoholic 
beverage taxes showed a tendency to level off 
in 1943 as a result of wartime rationing. In 
general, motor fuel taxes were still the greatest 
single source of state revenue" in 1943, but by 
1944 they had been supplanted by general sales 
and use taxes as a first-place revenue producer, 
according to a recent report of the United 
States Bureau of the Census. 


Long-Time Trends and School Needs 


The tendency of the states to finance the 
schools by means of general fund appropria- 
tions rather than by specific earmarked taxes 
has already been mentioned. This tendency was 
not an outgrowth of the war but was already 
well developed in depression or early postde- 
pression years. Persons with a firsthand knowl- 
edge of the tax systems of their respective 
states can best determine whether this trend 
will have beneficial or adverse effects upon 
their own schools. 

Another trend which had its roots even 
farther back is the continued growth, thru 
good times and bad, of total state tax collec- 
tions. Even in depression years, after a brief 
interruption in the biennium 1931-1933, the 
trend of state tax collections as a whole was 
upward. The need for government services 
and expenditures to finance these services was 
greater than ever before. During the war 
period the increased yield of state taxes due 


® Exclusive of unemployment 


to war conditions has caused tax collections to 
mount steadily. 

There seems to be no reason to expect a 
reversal of this trend in postwar years, altho 
it may again be interrupted temporarily imme- 
diately after the close of the war. Many state 
services have been underfinanced, or at least 
retarded in their growth, as a result of war 
conditions and will require increased spending 
when the war is over. 

In education not only the physical plant but 
the instructional staff will have to be built up 
after the war. If the schools are to perform 
their proper functions, school programs must 
be revised and extended. A recent estimate by 
the Research Division of the National Educa- 
tion Association places the cost of an acceptable 
nationwide program of public education in the 
postwar period at $4,592,700,000 a year, 
slightly more than twice the amount of cur- 
rent expenditures for public schools in 
1939-40.” 

If the postwar national income stabilizes at 
a figure twice as high as the prewar average 
(which was what happened after World War 
I), the proposed expenditure of 4% billion for 
public education will be no larger in relation 
to the national income than was the case in 
the years 1935-1939. It is unlikely, however, 
that the present federal, state, and local tax 
structure would make an amount as large as 
4¥ billion available to education with a num- 
ber of major readjustments. It seems clear 
that some of the most important of these de- 
velopments will be made in the field of state 
taxation and that they will lead to further 
increases in state tax revenues for education. 


compensation taxes 
> National Education Association, Research Division, “Proposals for Public Education in Postwar America.” Research Bulletin 


22: 37-80; April 1944. 














A TO governmental leadership, much of it can 

and should be exerted by government at the 
state level; if at the close of hostilities, the states 
are fiscally or administratively unfit, as they were 
a decade ago, there will surely arise public entrea- 
ties for federal rescue. To state government off- 
cials, a few of whom may hear or read my words, 
I say: This is a day for fiscal statesmanship.— 
Lewis B. Sims. 








